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THE MILL MUTUALS ARE GENERAL FIRE INSURANCE CARRIERS 


THE 180 year background of 
mutual fire insurance made it- 
self felt in 1932 when mutual 
organizations withstood the 
strain far better than almost 
any other classification of 
American business. 


Western Millers Mutual Fire Insurance Co... . Kansas City, Mo. 
Ohio Millers Mutual Insurance Co............ Van Wert, Ohio 
Michigan Millers Mutual Fire Insurance Co.. .. . . Lansing, Mich. 
Mill Owners Mutual Fire Insurance Co..... .. Des Moines, Iowa 
Millers Mutual Fire Insurance Co............. Harrisburg, Pa. 
Millers Mutual Fire Insurance Co........... Fort Worth, Texas 
Pennsylvania Millers Mutual Fire Ins. Co... . . Wilkes-Barre, Pa. 
Millers Mutual Fire Insurance Association. ........ Alton, Il. 
Grain Dealers National Mutual Fire Ins. Co... Indianapolis, Ind. 
Millers National Insurance Co.................. Chicago, Il. 
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MARINE INSURANCE 


OCEAN—INLAND—YACHT 





Transportation Insurance On A Mutual Basis 


This Company is the largest in the United States writing exclusively Ocean Marine, 
Yacht, Inland Marine and Transportation Insurance on a Mutual Cash Participating 
plan. The profits revert to the assured. Policies are non-assessable; no policyholder 
being liable to the Company except for the payment of the premium. Its policy offers 
safe and economical protection. 


Latest Dividend 15% 


LOSSES PAID IN EXCESS OF $185,000,000 
DIVIDENDS OF PROFIT TO POLICYHOLDERS OVER $115,000,000 


Inquiries Invited Direct or Through Agents or Brokers 


Atlantic Mutual 


Insurance Company 
(Chartered 1842) 
HOME OFFICE: ATLANTIC BLDG., 49-51 WALL ST., NEW YORK 


CHICAGO OFFICE: 175 WEST JACKSON BLVD., CHICAGO, ILL. 


BRANCH OFFICES: 


BOSTON CLEVELAND 


PHILADELPHIA 




















GROWTH 


} Species the small beginnings of the plan forges ahead yearly, always onward 








1750’s the mutual structure has widened and upward to greater heights. 
and deepened and grown to a mighty force This vigorous development clearly re- 
in the business life of America. flects the fundamental soundness of mutual 
In every field of insurance the mutual principles and operation. 
GROWTH AT STEVENS POINT 
Premiums Assets Surplus 
1914 $18,932.72 $12,549.26 $2,811.05 
1930 $4,037,351.97 $4,031,265.68 $687,988.26 
1931 $4,603,911.98 $4,702,134.62 $859,801.84 
¥*1932 $4,663,210.94 $4,938,555.18 $903,993.81 


*(As filed with the New York Insurance Department) 


HARDWARE MUTUAL CASUALTY COMPANY 


Home Office: Stevens Point, Wisconsin 
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Careful Selection of Risks Has Been 
Responsible for Our Success 


CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 


INDIANA LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMEN’S MUTUAL FIRE INSURANCE CO. 


OF PHILADELPHIA 


Offices From the Atlantic to the Pacific 


- Gale & Stone, Boston Justin Peters, Philadelphia ™ 
Interstate Mutual Insurance Agency Co., Mansfield, Pittsburgh. 
Lumbermens & Manufacturers Mutuals Inc. 

James S. Kemper, Mgr. 

Chicago, Milwaukee, Minneapolis, Omaha. 

Lumber Insurance Agency, Indianapolis. 

The Martin General Agency, Seattle, Denver, San Francisco, 
=~ Los Angeles, Vancouver, Portland, Spokane. - 
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HON. JOSEPH S. TOBIN 


Commissioner of Insurance and Banking 


State of Tennessee 


THE recently appointed head of the insurance and banking department of the State of 

Tennessee has had a wide experience in the business world and is a leader among the 

insurance men in the state. The insuring public and the insurance companies look forward 
with confidence to his administration. 
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About the Insurance World 


Brief Review of What Is In the Magazines and In the Mail 
Which Comes to the Editor’s Desk 


RECENT 
survey of insur- 
ance instruction 
in American uni- 
versities and colleges made by Dr. S. 
S. Huebner and Dr. Davis McCahan 
of the Wharton School of Finance 
and Commerce of the University of 
Pennsylvania points to a considerable 
progress being made in this depart- 
ment of education. Several para- 
graphs quoted from the* report as 
printed from the Annals of the 
American Academy of Political and 
Social Science will give our readers 
a brief summary of the findings of 
the two investigators. 


Insurance Goes A 
More and More 
to College 


“For the purpose of this survey, a de- 
tailed questionnaire was sent to five hun- 
dred of the Nation’s leading universities 
and colleges, as listed in the 1931 Educa- 
tional Directory of the Bureau of Educa- 
tion, Department of the Interior, and 
various other directories. The institutions 
selected for the survey include all the 
schools of business of collegiate grade, 
which number was increased to five hun- 
dred by adding other institutions of learn- 
ing which might presumably have courses 
in economics or other subjects of business 
training. Four hundred and thirteen of 
these institutions, or 83 per cent have made 
returns. This number includes nearly all 
the leading universities and colleges of the 
country. 

“Of the universities and colleges which 
replied to the questionnaire, 146 reported 
one or more insurance courses, the total 
eel of different courses reported being 
OOF x5 


“The great majority of the reporting in- 
stitutions which schedule economic or busi- 
ness courses but do not yet offer separate 
insurance courses, give some attention to 
insurance. Eighty-six of these report that 
the subject of insurance is taught as part 
of some other course. The list of such 
reported courses is a long one and includes, 
for illustrative purposes, such subjects as 
marketing, ocean transportation, foreign 


trade, principles of economics, economic 
problems, applied economics, mathematics 
of finance, investments, accounting, C.P.A. 
problems, business organization, business 
finance, principles of modern business, gov- 
ernment and business, business law, money 
and banking and statistics. The amount 
of emphasis given to insurance in these 
various courses ranges from slight refer- 
ence to one-fourth of the course. It would 
appear reasonable to assume that in numer- 
ous instances the present emphasis upon 
insurance in these courses will before long 
crystallize into one-term survey courses in 
the principles and practices of insurance. 
In fact, five reporting institutions advised 
that they were already planning the incor- 
poration of such a course.” 


Ultimate Mutual THE annual in- 
Success Forecast surance number 

of the Journal of 
Commerce, published January 23rd, 
contained an article by Clarence W. 
Hobbs, representative of the National 
Convention of Insurance Commis- 
sioners to the National Council on 
Compensation Insurance, which deals 
with the trend of events in insurance. 
A very pertinent paragraph follows: 


“Tt is hardly necessary to state that in 
point of dollars and cents some types of 
insurance are less expensive than others. 
Even prior to the depression these types of 
insurance were growing at a more rapid 
rate than the more expensive types and 
more elaborate organizations of selling 
force and claims however well founded of 
superior service, were not sufficient to curb 
the tendency. Under present conditions it 
may well become a matter of necessity to 
bring the insurance cost down to the point 
where the public will buy. Some organiza- 
tions of insurance sellers appear to be of 
the opinion that all their companies need is 
an adequate rate. This seems a trifle op- 
timistic. The rate charged must accord 
with the needs of both insurer and insured; 
and if the insurer wants more than the in- 
sured feels inclined to pay the insurer 
stands to lose the business. It seems dis- 
tinctly on the cards, therefore, that the 
more expensive types of insurance must 


bring their cost down or that the insurance 
business of the future will be distributed 
very differently.” 


No futher comment is needed. 


Nebraska Rules THE Nebraska 
Against Fleet Insurance Depart- 
Policies ment has ample 

authority under 
the law to forbid discrimination by 
casualty companies in the sale of 
automobile insurance, according to an 
opinion filed) January 20th by Com- 
missioner Leé Herdman of that state. 
A casualty company was attempting 
to sell insurance to United States 
postal employees at Omaha at 20% 
below manual and the Commissioner 
held that the company violated the 
laws of the state and the rules of the 
insurance department by discriminat- 
ing in the sale of automobile in- 


surance. Commissioner Herdman’s 
opinion concludes : 
“Discrimination in rates charged for 


automobile insurance is a_ reprehensible 
practice indulged in only by a few un- 
worthy agents who deserve censure and 
punishment. It is unfair competition to 
honest agents and an injustice to those 
who pay the regular rates for their 
insurance. 


“This Department will always encourage 
and cooperate with any company that will 
sell automobile insurance to all of our 
citizens at a lower cost.” 


Another Stock THE third stock 
Surety Company surety company 
Fails to fail in 1933 

was the Greater 
City Surety and Indemnity Corpora- 
tion, a court order for whose liquida- 
tion was signed January 25th by 
Supreme Court Justice Peter A. Hat- 
ting, of New York. Representatives 
of the New York Insurance Depart- 
ment immediately took charge of the 
company. 

In granting the order the court 
said that, upon the admitted facts, 
it was clear that the situation was 
such as to warrant the intervention 
of the Superintendent of Insurance. 
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The department’s contention was that 
the company’s capital was impaired to 
the extent of $143,000, that it had 
failed to make good the impairment 
within the time specified by law, and 
that it had wilfully violated its 
charter, The company contended that 
the impairment was approximately 
$23,000 and had suggested that a 
referee be appointed to make a 
thorough check up. Deputy Superin- 
tendent [eller’s answering affidavit 
held the impairment to be more than 
$100,000, either on convention or 
market basis and pointed out that the 
company itself admitted an impair- 
ment. 

The Greater City Surety and 
Indemnity started writing business in 
July 1928 with a capital of $250,000 
and a surplus of $125,000. It has 
specialized in the writing of bail 
bonds. 


Iowa Fire Losses FIRE loses of 
Are Less Iowa in 1932 ag- 

gregated $6,626,- 
965.00, a decrease of $1,967,000 from 
the 1931 loss, according to the report 
of John W. Strohm, State Fire 
Marshal. Losses by leading classes of 
risks were 702 farm houses, $1,831,- 
000; 3,249 homes in towns, $1,069,- 
000; 361 stores, $1,161,000; 254 
barns, $596,000. 


Dividends of 12% WE join with 
on Safety Movement the Insurance 
Field in ap- 
plauding the good results of the drive 
for decreasing automobile accidents 
in the year just ended. The saving in 
lives amounted to 4,000 or 12.12% 
over 1931. This is a dividend which 
at any time, whether in depression or 
prosperity, should be most  satis- 
factory to the American people. 
While most large enterprises are 
said to be in the red, here is an item 
which has stepped out in front in 
magnificent style and the reaction of 
this success on the experience of 
future years can confidently be ex- 
pected to be very marked. Certainly 
the figures give adequate reason for 
continuing the safety movement. 


Herbert Vigneron HERBERT DB. 
Passes Away Vigneron, presi- 

dent of the Auto- 
mobile Mutual Insurance Company 
and the Factory Mutual Liability In- 
surance Co., died suddenly at his 
home in Providence on January 24th, 
after having spent the entire day at 
his office. 

Mr. Vigneron, who was born in 
Providence September 13, 1874, 
entered a bank after leaving school. 
After eighteen years of banking ex- 
perience he became associated with 
the Automobile Mutual in 1909, his 
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brother having founded it two years 
earlier. He served as assistant secre- 
tary and in 1920 was elected vice 
president, assistant treasurer and a 
director. When the Factory Mutual 
started business in 1921 he was elected 
to similar offices in that company. 
Upon the death of his brother last 
year he became president of both 
companies. 


Criticise State 
Funds in 
South Dakota 


THE abolishment 
and liquidation of 
the State Bonding 
Department and the 
State Hail Insurance Department are 
recommended to the South Dakota 
Legislature in a report made by At- 
torney General M. Q. Sharp, made 
pursuant to a resolution of the 1931 
legislature. 

“This report will show that those 
two departments are in a precarious 
financial condition,’ Mr. Sharp 
stated. “They are existing as going 
concerns only because of some special 
privileges accorded to them in the 
matter of lack of reserves, an im- 
proper financial condition, on ac- 
count of their being operated as a 
state institution instead of a private 
institution. If the Insurance Com- 
missioner were required to exercise 
the same disipline over them as he 
exercises Over private insurance and 
bonding companies he would be com- 
pelled to suspend them because of 
their negligible reserves and desperate 
financial condition. 


“Neither of the departments are ac- 
complishing any purpose of value to 
the business, economic or govern- 
mental conditions of the State. They 
are having no appreciable effect on 
rates of private companies unless 
possible to raise them as hereinafter 
pointed out ; and private bonding and 
hail companies are still doing a thriv- 
ing business within the State.” 

Mr. Sharp showed that the State 
Bonding Department had total re- 
sources of $9,714 as of November 30, 
1932, while liabilities were $61,277, 
leaving a deficit of $51,573. 

The condition of the hail fund as 
of October 31, 1932, it is revealed in 
the report, was as follows: Assets, 
$336,142.00; liabilities $410,385.00, 
leaving a deficit of $74,243.00; un- 
paid premiums, some of which have 
been due for many years were $567,- 
322.00, of which $250,000 was de- 
ducted as an allowance for doubtful 
collections. 


“In view of the fact that after a 
long and fair trial it appears that the 
insurance business cannot'be operated 
successfully by the state, I recom- 
mend that it be discontinued and its 
business liquidated,” Mr. Sharp re- 
ported. “There is no convincing 


reason why the state should be in the 
hail insurance business any more than 
in the fire insurance, tornado, or life 
insurance business. I have been un- 
able to figure out any reason why the 
operation of the business of hail in- 
surance is essential to the public 
peace, health, and safety of the state ; 
nor is it essential to the protection of 
the citizens of the state from any 
particular oppression of any one. In 
fact many citizens of the state still 
prefer to deal with private companies 
although their rates are higher than 
state rates. 


M. H. FALKEN- 
HAINER has 
been elected secre- 
tary and treasurer 
of the Druggists’ Mutual Insurance 
Company of Iowa to succeed his 
father, who died suddenly of a heart 
attack at his home on December 20th. 
Mr. Falkenhainer has been con- 
nected with the company in various 
capacities since 1922, when he joined 
the company upon his graduation 
from the University of Iowa. He 
has been a director and assistant sec- 
retary for the past four years. 


Succeeds Father 
In Druggists 
Mutual 


Al Falkenhainer, the father, was 
the first secretary of the Druggists’ 
Mutual and was instrumental in its 
organization in 1909. He had form- 
erly been a retail druggist and was 
secretary of the Iowa Pharmaceutical 
Association from 1910 to 1924. He 
was also active in Rotary work, help- 
ing to organize the Algona club, later 
serving as district governor in 1925- 
1926, and was on the International 
convention committee, helping to ar- 
range the convention at Ostend, Bel- 
gium. He was a familiar figure at 
many mutual insurance conventions, 
and at one time was a director of the 
Northwestern Association of Mutual 
Insurance Companies. 


Mr. Falkenhainer, Sr., was born at 
Guttenberg, Iowa, in March 1875, 
and learned the drug trade at Dub- 
uque. He later came to Algona 
where he operated a drug store for 
a number of years. In 1898 he 
opened a store in the new town of 
Titonka, where he remained until 
1910, a year after the organization of 
the Druggists’ Mutual. 


Millersof MR. GLEN WALKER 
Texas has been elected Presi- 

dent of the Millers Mu- 
tual lire Insurance Company of 


Texas. The retiring President, Mr. 
E. R. Neal, has been advanced to 
Chairmanship of the Company’s 
Board of Directors. The annual 
meeting of the company was held on 
January 17, 1933. 
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-Columbia Starts 





COLUMBIA 
University will 
offer during 
the Spring Session a course on Ad- 
justment of Fire Losses under the 
instruction of Mr. Prentiss B. Reed, 
Vice-President of Wagner and Glid- 
den, Inc. The course will cover ad- 
justment procedure, ordinary pro- 
blems, contract conditions, adjusting 
technique, methods of determining 
value and loss, handling of claimants. 
Its purpose is to offer training to the 
younger men in the adjustment de- 
partments of insurance companies, or 
otherwise engaged in loss work; men 
who appreciate the problems of ad- 
justing, but who have not yet had a 
wide experience in handling adjust- 
ments ; in particular, those who, in the 
course of time, would probably go 
on to occupy senior positions. 

The course consists of 14 class 
periods on Wednesday evenings from 
7 :00 to 8:40. The fee is $20 for each 
student. There is also a university 
fee of $7.00, payable by each student 
in university classes, regardless of the 
number of courses taken. 

Admitted to this course are only 
those who are qualified to benefit by 
it and to contribute to the discussions 
which will arise. 


Fire Loss Course 


Mutual Savings THE Mutual 
Banks Gain in savings bank of 
1932. Have Fine the country are in 
32 Records a stronger posi- 

tion today than 
ever before in their history, according 
to a statement by Wilson G. Wing, 
president of the National Association 
of Mutual Savings Banks. The year 
of 1932 was remarkable for the in- 
creased ratio of deposits held by 
mutual institutions, which rose from 
about 35 per cent on June 30, 1931, 
to approximately 41 per cent of all 
savings on June 30, 1932. No similar 
increase ever took place in the history 
of the mutual banks. Year end 
figures are expected to preserve 
about the same ratio. The outstand- 
ing success of the mutual principle in 
the savings banks field might well be 


mentioned by mutual insurance 
representatives. 

Advocates Separate IN THEIR 
Insurance inaugural ad- 
Departments dresses the 


governors of 
both Nebraska and Illinois stated that 
it was probable that a separate de- 
partment of insurance would have to 
be created to properly handle the 
supervision of the companies and to 
provide adequate protection for 
policyholders. In Illinois Governor 
Horner called upon the Legislature 
to enact a new law to restrict the 
operation of insurance companies in 
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the public interest. In Nebraska 
Governor Bryan recommended that 
the Legislature create a distinct de- 
partment, the head to be known as 
Director of Insurance and receive 
the same salary as now paid to the 
Insurance Commissioner. 


Kansas Bill Would THERE has 
Regulate Accident been intro- 
and Liability duced in Ar- 
Companies kansas by 

Senator Dil- 
lon a bill, Senate Bill 50, entitled “A 
Bill for an act to be entitled ‘An Act 
to regulate accident and liability in- 
surance companies, and for other 
purposes’.” 

This bill requires every insurance 
company issuing any policy of in- 
surance indemnifying against loss 
due to the injury or death of any 
person or damage to any property, to 
file within ten days from the is- 
suance of such policy, a copy of 
such policy with the Insurance Com- 
missioner. The Insurance Commis- 
sioner is required to keep copies of 
policies filed in alphabetical order ac- 
cording to the person, firm, partner- 
ship or corporation to whom the 
policy is issued. It is provided that 
upon request, oral or written, the 
insurance Commissioner shall allow 
any person to examine any copy of 
any insurance policy on file in his 
office. No restrictions are imposed 
upon this right to examine policies. 
It would appear that anybody so 
requesting could compel the In- 
surance Commissioner to allow an 
examination of any policy on file, 
whether the person requesting per- 
mission to examine had any con- 
nection with the policy or not. 

Every policy insuring against such 
liability shall be indirectly liable to 
the injured party or in the event of 
his death to the party entitled to sue, 
to pay the amount of damages for 
which the insured is liable. The in- 
surer may be joined as a defendant 
with the insured in any suit, in which 
case judgment shall bind either or 
both the insured and the insurer; or 
the injured party or his represen- 
tative may proceed on a judgment in 
a separate action against the insurer. 
Payment in whole or in part by either 
the insured or the insurer shall, to the 
extent thereof, be a bar to recovery 
against the other of the amount so 
paid. In no case is the insurer liable 
beyond the amount of the face of the 
policy. 

All policies shall be deemed to be 
made subject to the provisions of this 
act and all inconsistent provisions 
are declared void. A penalty for 
violation is imposed, of not less than 
$100 and not more than $1,000. 
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Will Taxes Run WESLEY E. 
Gasoline Out DISNEY, rep- 
of Gas? resentative from 

Oklahoma, in a 
recent speech made rather startling 
statements about taxes on gasoline. 


“The national average of the taxes now 
paid on gasoline sales throughout the 
nation is 4.48 cents per gallon. At the same 
time this average was calculated the aver- 
age tank car price of gasoline at Mid Con- 
tinent refinery was 3.43 cents per gallon. 
The average tax paid by gasoline was, 
therefore, 130% of the selling price. In 
many states it was in excess of that. 

“The petroleum industry in 1932, it has 
been estimated, will pay a total tax bill of 
$918,000,000. The state gasoline taxes for 
1932 have been estimated at $550,000,000. 
Other levies such as production tax, prop- 
erty tax, and income tax are expected to 
bring in a total of $725,000,000. The 4 per 
cent tax on pipe line and transportation 
charges is counted upon to produce $8,000,- 
000. The federal gasoline tax and local 
levies bring up the grand total of the 
estimate to $918,000,000. 

“The products of this industry enter into 
every phase of our national life. This is 
the oil age. We cannot continue to live at 
our present speed with our accustomed 
comfort and with anv hope of maintaining 
our pace in the industrial world without 
petroleum products. They are the life 
blood of this generation. Gasoline is not a 
luxury commodity. It is a vital necessity. 
Fiftv per cent of all petroleum products 
are consumed today in industry and in in- 
dustrial transportation. Another 15 per 
cent is used in transportation connected 
with business. The farmer uses about 20 
per cent in his work. Less than 15 per 
cent of the gasoline consumed in this nation 
is used for pleasure or for recreation. No 
other product is so vitally involved in the 
well being of our national economy. 

“Tn 1930 when the industry was earning 
almost nothing, it paid in general taxes, 
excluding taxes upon income or profits, a 
total of $631,629,852. In ten years the 
total earnings of the petroleum industry 
were two billion dollars net. In that period 
it paid three billion dollars in taxes. This 
excerpt from the 1931 report of one of the 
outstanding oil companies is a_ striking 
summary of the result of our unwise tax 
program: ‘The company would have been 
well pleased in the past two years to have 
been allowed to retain the sums paid in 
taxes and in lieu thereof to turn over to 
the various governments all net profits.’” 


To Study Fire A COMMIS- 
Fighting Standards SION on fire 
in Pennsylvania fighting stan- 

dards _ which 
will inquire particularly into the 
matter of standardizing fire hydrant 
and fire hose couplings has been ap- 
pointed by Governor Pinchot. The 
Commission is requested to recom- 
mend what legislation, if any, is de- 
sirable to bring about standardization 








The Journal of American Insur- 
ance will bring to your desk each 
month, timely news and educa- 
tional articles covering a wide 
range of subjects. The subscrip- 
tion price is $2.50 per year. 
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and “to present such general con- 
clusions pertinent to the prevention 
of fires as may be reached by the 
Commission during the course of its 
investigation.” 


Postpone Levy of LEVYING 
Canadian Surcharge of the 2% 

surcharge on 
fire and casualty insurance premiums, 
announced to go into effect March Ist 
on new policies, renewals and en- 
dorsements, has been postponed until 
May lst. The surcharge has been 
announced as a means of asking in- 
sureds to bear a portion of the load 
of taxation imposed upon the com- 
panies. Protests from agents through- 
out Canada were responsible for the 
decision to delay the charge. 


ACCORDING to 
a story in the Jan- 
uary 26th issue of 
the National 
Underwriter casualty companies re- 
port the return of a considerable 
number of burglary policies. While 
in many cases no explanation is given 
for the requested cancellations, it is 
frequently stated that, because of the 
rates charged for the insurance, 
policyholders will now take a chance 
on dispensing with the protection. 
The rates on burglary insurance, 
particularly in the smaller towns 
where the loss experience is _ bad, 
have been raised substantially. 


Many Burglary 
Policy 
Cancellations 


Assigned Workmen’s TH E Min- 
Compensation Risks nesota Com- 

pensation Rat- 
ing Bureau has just issued an anal- 
ysis of “Assigned risks’—compensa- 
tion business which the companies re- 
jected and which under the law the 
bureau arbitrarily assigned to dif- 
ferent companies. It covers the 
period from July Ist, 1929 to Decem- 
ber 31, 1932 and includes 162 as- 
signments made to some forty com- 
panies. The loss ratio for all as- 
signments average 85.6% for the 
entire period. Companies which 
showed no loss ratio included the 
Liberty Mutual, Ocean Accident, 
Indemnity of North America, Con- 
tinental Casualty and London Guar- 
anty and Accident. 


North Dakota Fund THE North 
Shows Loss Dakota W ork- 

men’s Com- 
pensation Fund experienced an $18,- 
555 underwriting loss and a total loss 
of $80,000 in its 1932 operations. 
Premiums totalled $474,609 and pay- 
ments totalled $493,164 while ad- 
ministration expenses were $62,000. 
Commissioner R. E. Wenzel esti- 
mated the Bureau’s operating loss at 
$11,000 per month during the eco- 
nomic depression, the 1932 average 
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being less because of the 7% increase 
in rates last July. 


Tobin New JOSEPHS. TOBIN, 
Tennessee well known Memphis 
Commissioner insurance man, has 

been appointed Com- 
missioner of Insurance and Banking 
to succeed Joseph I. Reece. 

Mr. Tobin has been prominent in 

Memphis insurance circles for many 
years and has been twice president of 
the Insurance Exchange of his city. 
He is now connected with the Whit- 
field King & Company Agency and 
was formerly a member of the firm 
of Turley, Bullington & Tobin. He 
was educated in Nashville and took 
a B. A. degree at Johns Hopkins 
University. 
ATTORNEY 
General Roy 
McKittrick filed 
two suits in the Missouri Supreme 
Court on January 24th to stop fire 
companies from further collecting a 
16 2/3% rate increase which was 
put in effect June Ist, 1930, over the 
protest of Insurance Superintendent 
Thompson and under the protection 
of Federal and State court in- 
junctions. 

One suit, a quo warranto proceed- 
ing, requests the court to find the 
companies guilty of violations and 
abuse of their corporation charter and 
license privileges for collecting the 
increased rates after they have been 
disapproved by the insurance depart- 
ment. The court is asked to fine com- 
panies, restrain them from further 
collections of the higher rates and 
order immediate distribution of the 
excess premiums now impounded. 

The second suit is an attempt to 
restrain Judge Sevier of the Cole 
County Circuit Court from enforcing 
that part of an order of his court 
which authorizes the collection of the 
rate advance during the rate litigation 
and for impounding the excess 
premiums. More than five million 
dollars in excess premiums has been 
impounded by the state and federal 
courts. 


Fire Premiums A PRELIMINARY 
Lower in survey of fire pre- 
San Francisco miums written in 

San Francisco dur- 
ing the last six months of 1932 indi- 
cates a drop of approximately 15% 
compared with the last six months of 


New Suits Begun 
in Missouri 


1931. The 1932 premiums were 
$2,058,860. 
Mutual Plan IT IS an en- 


Suggested to Cure lightening sign 
Life Troubles of the times 

that when the 
Illinois Life Insurance Company, a 
stock institution, was placed in the 
hands of a receiver the first thought 


of the Policyholders’ Protective Com- 
mittee was to mutualize the company. 
It was pointed out that a number of 
nationally known men in business and 
insurance circles had assured the 
Committee that they would be glad to 
serve on the board of directors of a 
new mutualized company, thus in- 
dicating that the mutual method was 
generally regarded as the best method 
of assuring the permanent contin- 
uance of the Illinois Life. 

This is just another case of where 
the idea that capital stock constitutes 
a bulwark of security has proved to 
be only idle talk. Stockholders are not 
at all eager to risk their financial life 
on a sinking ship. This instance furn- 
ishes a further lesson in the futility of 
expecting stock company owners to 
rally to the support of policy holders 
who certainly deserve consideration 
since they furnish the money to carry 
on the business in the first place. 

Nearly all of the life insurance 
carried in this country nowadays is 
in mutual companies and the public 
is rapidly coming to see that the 
mutual idea for fire and casualty in- 
surance is fundamentally no different 
than for life underwriting. 


Auto Finance ACCORD- 
Coverage Experience ING to the 
Not So Good Weekly Un- 

derwriter the 
companies handling automobile in- 
surance for the finance companies 
found that the experience during the 
past year has been very poor. The 
publication says: 

“While the combined loss ratio on 
all lines of automobile insurance 
written by fire companies were higher 
in 1932, over 67%, it is claimed that 
if the experience on finance business 
were segregated the loss remaining 
would tell a very different story. 

“For some time it has been said 
that one particularly large writer of 
finance business has definitely decided 
to retire from that field completely 
not later than June 1. This report 
appears to be strengthened by the 
appearance of some offerings of 
finance business which have made 
their appearance in other company 
offices. 

“For some time there has not been 
much finance business, but there will 
be some day, and there is some specu- 
lation as to what the attitude of the 
fire companies will be toward it when 
it appears. Will it be possible for the 
finance companies to find insurance 
carriers which will pay the old prices 
for it, 40% or better? Some under- 
writers believe that history will re- 
peat. While companies which have 
kept off finance business will continue 
that policy because they have seen 

(Continued on Page 20) 
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Hail Insurance Theory and Practice 


Suggesting a New Method by Which Premium Rates and Adjustment 
of Losses May be Made More Satisfactory 


N the March, 1932, number of 

the Journal, the writer discussed 

briefly under this same heading 
the question of a deductible clause 
in the hail contract. The rather sur- 
prising reductions in rates, made pos- 
sible by reason of deductible clauses 
of different percentages of loss, were 
indicated. The advantages of a de- 
ductible clause over the more com- 
mon minimum-loss clause were 
stressed, and the need of the farmer 
for insurance covering severe losses 
without needlessly burdensome pre- 
mium charges to cover the numerous 
minor losses was emphasized. 


The purpose of the present article 
is to call attention to the one objec- 
tionable feature of the loss deductible 
clause, as hitherto applied in hail in- 
surance, and to suggest a method of 
eliminating it. This objection per- 
tains to the fact that the farmer on 
the face of things buys and pays for 
more insurance than he really re- 
ceives. In other words, his premium 
charge is calculated on the part of 
the risk that he carries himself as 
well as on that part assumed by the 
insurance organization. It may, of 
course, be argued that it makes little 
difference how the premium is fig- 
ured just so the cost of the protec- 
tion obtained is reasonable. Never- 
theless, it appears unjustified if not 
absurd to charge the farmer, let us 
say, for $10 per acre of insurance, 
and then in case of a total loss give 
him only $9.00 on the ground that 
under the contract he himself as- 


sumes the first 10 per cent of the 
loss. 
QO 


The remedy, as the writer sees it, 
is to make the full amount of insur- 
ance cover that part of the risk that 
is not carried by the farmer himself. 
With a 10 per cent loss deductible 
clause, for example, the full insur- 
ance per acre can and, it seems, 
should be made to cover the remain- 
ing 90 per cent of the crop, if and 
when the 10 per cent of it at the 
owner’s risk has already been lost. 
All insurance with a deductible clause 
is in fact excess-loss insurance and 
comes into practical effect only after 
a loss equal to the deductible item 
has occurred. 


The most logical way of adjusting 
a hail loss under such a plan as just 
suggested and with a 10 per cent de- 


PART II 
By V. N. VALGREN 


Washington, D. C. 


ductible clause would be as follows. 
The percentage of hail damage would 
be ascertained by the usual method. 
From the percentage of damage 
found would then be deducted the 10 
per cent loss to be borne by the in- 
sured, and the remaining percentage 
of damage would be increased by 
one-ninth to allow for the fact that 
the full insurance per acre applied on 
the remaining 90 per cent of the crop, 
after the owner’s hail-destroyed 10 
per cent of the crop, is out of the 
reckoning. 


F, for example, the ascertained 
percentage of hail damage was 28 
per cent, 10 per cent (the part borne 
by the insured) would leave 18 per 
cent of crop damage within the in- 
surance coverage. This 18 per cent 


of the crop damage, increased by one- 
ninth, would equal 20 per cent of the 
insurance, which would represent the 
amount of indemnity due. 

The increasing of the company’s 
percentage of damage by one-ninth, 
to find the percentage of the insur- 
ance per acre to be paid, results, of 
course, from the fact that 10 per 
cent of the crop is lost before the 
protection becomes effective and 
hence 90 per cent of the crop carries 
100 per cent of the company’s insur- 
ance. Under these conditions 1 per 
cent of the crop will carry 1/90 of 
100 per cent or 11/9 per cent of 
the insurance, and 18 per cent of the 
crop will carry 18 x 11/9 per cent 
or 20 per cent of the insurance, all 
of which amounts to increasing the 
percentage of ascertained crop dam- 
age by one-ninth to find the per- 
centage of the insurance to be paid. 
This calculation is, of course, en- 
tirely parallel to that involved in solv- 
ing the simple problem: If 90 apples 
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When Is a Storm a Hail Storm May Be a Much Disputed Question of Fact 
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are worth $100, what will 18 apples 
be worth? 

If we follow out this plan of cal- 
culation in the case of a total loss, 
which is, of course, unnecessary ex- 
cept for purposes of illustration, we 
subtract 10 per cent from the 100 per 
cent damage, and increase the re- 
maining 90 per cent by one-ninth, 
thus arriving at 100 per cent of the 
insurance as the amount to be paid. 

If instead of a 10 per cent, we have 
a 20 per cent loss deductible clause 
and the full insurance applies on the 
remaining 80 per cent of the crop, 
the percentage of damage, less the 
deductible percentage, will be in- 
creased by one-fourth to find the per- 
centage of the insurance per acre 
that is due. Similarly with a loss 
deductible clause of 25 per cent and 
with the full insurance per acre ap- 
plying on the remaining 75 per cent 
of the crop, the percentage of crop 
damage, less the deductible percent- 
age, will be increased by one-third to 
find the percentage of insurance per 
acre that is due. 

oO 


A SIMPLE table could, of 
course, be prepared that would 
show at a glance the percentage of 
the insurance to be paid for any 
given percentage of damage. The 
essence of the principle here con- 
tended for can be applied, however, 
by a yet simpler plan and one in- 
volving less divergence from estab- 
lished insurance terminology and 
concepts, namely, by the use of a 
sliding-scale deductible. 


Partly to illustrate better the prin- 
ciple involved, and partly to show its 
relation to a sliding-scale deductible 
plan, the table to the right is given. 
This table indicates, for selected per- 
centages of damage, the calculations 
necessary to arrive at the percentages 
of insurance to be paid. It also, in 
the last column, gives the numerical 
difference between each given per- 
centage of damage and the percent- 
age of the insurance to be paid. This 
difference can be used as a sliding- 
scale deductible. Each line across the 
page represents, of course, the entire 
calculation for a given percentage of 
damage °. 


Since in each horizontal line in the 
table the figure in Column E is the 
difference between the figure in Col- 
umn A and that in Column D, it fol- 
lows, of course, that when we have 
A and E given (the sum and one of 
its two parts) we can find D (the 


1 The writer wishes to acknowledge that the 
relationship of a sliding-scale deductible to the 
general principle discussed was first called to his 
attention by the Managing Editor of this Journal. 
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other part) by subtracting E from A. 
In other words, by preparing a com- 
plete table such as indicated by the 
partial table above, we will have in 
Column E a sliding-scale deductible. 
Such deductible, when applied by sub- 
tracting from any given percentage 
of damage the deductible item shown 
for such degree of damage, gives the 
percentage of the insurance to be 
oaid, under the principle of having the 
full insurance apply on the part of 
the risk actually assumed by the com- 
pany. 

The above table, or rather partial 
table, should make it self-evident that 
a 10 per cent fixed deductible, with 
the full amount of the insurance ap- 
plying on the other 90 per cent of the 
crop, really amounts to a decreasing 
or sliding-scale deductible. If all the 
different cases of damage, in full per- 
centage steps, from 10 to 100 per 
cent, are worked out on the plan, it 
will be found that the decreasing de- 
ductible percentage becomes even 9 at 
19 per cent crop damage, 8 at 28 per 
cent crop damage, 7 at 37 per cent 
crop damage, 6 at 46 per cent crop 
damage, 5 at 55 per cent crop damage, 
4 at 64 per cent crop damage, 3 at 73 
per cent crop damage, 2 at 82 per cent 
crop damage, 1 at 91 per cent crop 
damage, and zero at 100 per cent 
crop damage. 

This sliding-scale deductible would, 
of course, be applied, just as the fixed 
deductible is now applied, by subtract- 
ing the deductible percentage from 
the percentage of damage ascertained. 
This in both instances involves the 
assumption inherent in all valued 
policies, namely, that the subject of 
the insurance is for the purpose at 


hand valued at the amount of the 
insurance, and that a given per cent 
of the one equals the same per cent 
of the other. This assumption is, 
of course, literally true only when the 
insurance covers the full value of the 
thing insured. 
sO 

N PUTTING such a sliding-scale 

deductible into practical use, the 
writer would be among the last to 
suggest that the deductible scale 
should be the actual percentages to a 
hundredth indicated in part by the 
above table. A reasonable approach 
to mathematical justice is all that can 
be expected from insurance or any 
other human institution. The more 
practical thing would seem to be to 
approximate the values and adopt a 
simple plan perhaps somewhat as 
suggested by the following table with 
stipulated ranges of damage calling 
for stipulated deductions: 


20% or less damage, deduct 10% 
21%— 35% damage, deduct 8% 
36%— 50% damage, deduct 6% 
51%— 65% damage, deduct 4% 

Yo— 80% damage, deduct 2% 


80%—100% damage, no deduction 
The crudest and simplest arrange- 
ment, but still an improvement upon 
the present deductible plan, would, 
seem to be a threefold grouping of 
degrees of damage with deductions 
something like this: 
30% or less damage, deduct 10% 
31%— 60% damage, deduct 5% 
61%—100% damage, no deduction 
Yet other variations of a sliding- 
scale deductible could, of course, be 
worked out that with greater or less 
exactness would make the full insur- 
(Continued on Page 30) 








A. , B. Ci D. E. 
Percentage Percentage Percentage Percentage Sliding-scale 
of crop of damage of damage of insurance deductible 
damage borne by covered by to be paid percentage 

insured insurance (1 1/9xC) (A—D) 
10 10 0 0.00 10.00 
11 10 1 1.11 9.89 
12 10 2 2.22 78 
18 10 8 8.89 9.11 
19 10 9 10.00 9.00 
20 10 10 11.11 8.89 
54 10 44 48.89 5.11 
55 10 45 50.00 5.00 
56 10 46 51.11 4.89 
72 10 62 68.89 3.11 
73 10 63 70.00 3.00 
74 10 64 71.11 2.89 
90 10 80 88.89 1.11 
91 10 81 90.00 1.00 
92 10 82 91.11 0.89 
98 10 88 97.78 0.22 
99 10 89 98.89 0.11 
100 10 90 100.00 0.00 
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Unfinished Buildings Continually Draw Crowds of Workmen in the Hope That Construction Will Soon Be Started 


Wisconsin’s Unemployment Act 


Details as to How this State is Trying to Solve the Hard Problem of 
Labor in its Relation to Industrial Management 


EMPLOYMENT is gener- 
ally admitted to be one of the 
greatest problems of labor as 
well as of industrial management. 
Labor fears unemployment more than 
industrial accidents or sickness be- 
cause it affects, during certain times, 
so large a proportion of the labor 
class and the worker has no power to 
defend himself nor curtail the period 
of unemployment by any precaution 
he may exercise or anything that he 
may do. Industrial management 
wants to avoid periods of unemploy- 
ment because no business can be con- 
ducted profitably unless its machin- 
ery and equipment can be in constant 
use and operation. It is very natural, 
therefore, that the problem of unem- 
ployment has been given much atten- 
tion and consideration by labor or- 
ganizations, by industrial manage- 
ment, and by law-making bodies. 
Various forms of statutory unem- 
ployment relief have existed for 
many years in European countries. 
No real demand for unemployment 
insurance legislation in the United 
States existed prior to the beginning 
of the twentieth century. The vast 
natural resources of our country, the 


An Address Recently Read Before the Casualty 
Actuarial Society 


By W. H. BURHOP 


SECRETARY, EMPLOYERS Mutua LiasiLity 
INSURANCE CoMPANY OF Wausau, WIs. 


development of new areas, the great 
diversification of our industries and 
the almost unlimited agricultural op- 
portunities have all operated to pro- 
mote reasonably steady employment. 
3ut the several periods of business 
depression and resulting general un- 
employment during the past thirty 
years have created an organized de- 
mand by labor for protection and 
relief. 

Wisconsin Legislative Proposals.— 
The most discussed proposal for state 
unemployment insurance legislation 
prior to 1931 was the Huber bill 
(Senate Bill No. 122) brought be- 
fore the Wisconsin Senate in 1921. 
This proposal was formulated by 
Professor John R. Commons of the 
University of Wisconsin who, for 
many years, had devoted much time 
and study to this problem in indus- 
trial relations. 

The Huber bill was designed by 
Dr. Commons more as an unemploy- 
ment prevention measure rather than 


a relief plan. Mechanization of in- 
dustry produces unemployment, but 
this is gradual in character and is 
partly controlled by industry finding 
additional markets for the increased 
quantity of goods produced, by in- 
creased consumption through reduced 
prices and by shortening the hours of 
work. The type of unemployment at 
which the Huber bill was directed is 
that resulting from the business cycle, 
periods of great expansion followed 
by periods of depression. 

Labor has no control over business 
expansion. Industrial management 
properly organized does have control. 
In periods of prosperity industry has 
enlarged its productive facilities, 
more machinery is added and new 
factories are constructed. Soon the 
abnormal demand has been supplied 
and manufacturing operations must 
be reduced. From a period of over- 
time work we suddenly change to 
part time work. If manufacturing 
had not been accelerated the demand 
would have been supplied more 
slowly and steady employment would 
have resulted. In this program of 
undue expansion industry has been 
aided by our credit system. Dr. Com- 








mons writes, *“The banking system, 
which is the center of the credit sys- 
tem, more than the business man who 
is the actual employer, can stabilize 
industry, and in stabilizing industry, 
stabilize employment. The difficulty 
is that no one individual can do it 
alone; no bank can do it by itself; 
no one business man can do it by him- 
self; it is a collective responsibility 
and collective action is necessary.” 

The principal intent in the Huber 
bill was to penalize business manage- 
ment for over-expansion. If expan- 
sion is followed by unemployment, 
industry would be required to pay the 
penalty in unemployment benefit. 
This penalty, constituting relief for 
those who suffered innocently, was 
expected to prevent expansion, there- 
by removing the extremes of the 
business cycle and maintaining em- 
ployment on a more constant basis. 
Just as workmen’s compensation has 
been the greatest force in the pre- 
vention of industrial accidents, so 
would unemployment insurance be 
the best preventative of unemploy- 
ment. Of lesser consideration in this 
plan of prevention are the creation of 
a better system of employment offices 
and agencies maintained by industry, 
and greater effort by manufacturers 
to diversify their lines, thereby avoid- 
ing sharp seasonal fluctuations in 
business. 

Since the Huber bill did not be- 
come a law, the provisions of the bill 
merit only passing comment. The 
proposal included all employers of 
six or more persons. After a waiting 
period of three days the benefit was 
one dollar per day of unemployment. 
All employers were required to insure 
in a compulsory mutual organization 
managed by employers under regular 
state insurance supervision. This 
company was expected to study 
causes of unemployment, encourage 
moderation in expansion, study un- 
employment problems in individual 
plants, suggest remedies and operate 
employment agencies. Exemption 
from insurance was possible upon 
satisfactory evidence of financial con- 
dition. Benefits were restricted to 
one week for every four weeks of 
employment in the state and not to 
exceed thirteen weeks in any year. 
Contested cases were to be decided by 
the Industrial Commission, subject 
to court appeal. An advisory board 
representing equally employers and 
labor was created. 

The Huber bill failed to pass in 
1921, was reintroduced in the 1923 
Legislature and after extended hear- 

* Unemployment Insurance, the Road to Preven- 
tion. Published by Wisconsin Association for the 
Prevention of Unemployment, Madison, Wisconsin. 
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ings again was defeated. Similar bills 
were presented in 1925 and 1927, but 
largely on account of favorable em- 
ployment conditions in these two 
years the proposal did not receive 
much attention. 


Legislation in 1931.—General un- 
employment in 1931 again made un- 
employment insurance one of the out- 
standing issues in the Wisconsin 
1931 Legislature. Various bills were 
introduced embodying more nearly 
the principles advocated by the 
*American Association for Labor 
Legislation rather than the theories 
in the Huber bill. Finally it was de- 
cided that more public hearings 
should be conducted and additional 
investigation should be carried on. 
All definite legislation was deferred 
and a legislative committee was ap- 
pointed to study the subject and pre- 
pare a bill to be considered by a spe- 
cial legislative session. This special 
session convened late in 1931, and on 
January 28, 1932 the Wisconsin Un- 
employment Compensation Act be- 
came a law (Chapter 20, Laws of 
Special Session 1931). 


This act is in a large measure a 
compromise of the views of repre- 
sentatives of industry and labor. In- 
dustrialists had maintained through- 
out the entire discussions that indus- 
try is doing voluntarily everything 
possible for the prevention of unem- 
ployment. Hundreds of the larger 
companies had created unemployment 
prevention and relief plans; others 
were diversifying their lines to escape 
seasonal dullness. State compulsion 
appeared unnecessary. Further, an ex- 
pensive plan confined to employers 
of one state would merely add to 
competitive difficulties and would not 
be a cure for conditions that ure na- 
tional. In short, enyployers desired to 
solve their problems without state 
interference and without the detail 
and restrictions that would accom- 
pany a compulsory state controlled 
plan. Labor contended that industry 
had had sufficient opportunity to 
stabilize employment and had failed 
and that, therefore, compulsion by 
state was the only alternative. This 
conflict of views and resulting com- 
promise must be borne in mind when 
the provisions of the law are consid- 
ered. 

Provisions of the Unemployment 
/lct-—Section 1 of the act declares 
the legislative intent, and the first part 
of Section 2 is a declaration of pub- 
lic policy. Quoting from these sec- 
tions, “The legislature intends 
through this act to make it certain 


* American Labor Legislation Review, December, 
1930. 


that by July 1, 1933, at least a major- 
ity of the employes of this state will 
enjoy the protection of fair and ade- 
quate systems of unemployment 
compensation. The largest organiza- 
tions of employers in the state hav- 
ing declared it to be the intention of 
its members voluntarily to establish 
unemployment fund systems, it is the 
intent of the legislature to give em- 
ployers a fair opportunity to bring 
about the purpose of this act without 
legal compulsion.” If by July 1, 
1933 employers of not less than 175,- 
000 employes have voluntarily estab- 
lished plans which comply with the 
standards of the law, then the com- 
pulsory system will not become effec- 
tive. These plans must be continued 
so that the number of employes cov- 
ered is never less than 175,000. If 
employers do not voluntarily pro- 
vide protection for this number of 
employes, then the compulsory fea- 
ture becomes operative but the vol- 
untary approved plans will then 
automatically constitute ‘exempted 
plans” under the act. In the declara- 
tion of public policy it is stated that, 
“The burden of irregular employ- 
ment now falls directly and with 
crushing force on the unemployed 
worker and his family, and results 
also in an excessive drain on agen- 
cies for private charity and for pub- 
lic relief. * * * Industrial and busi- 
ness units in Wisconsin should pay at 
least a part of this social cost, caused 
by their own irregular operations. 
To assure somewhat steadier work 
and wages to its own employes, a 
company can reasonably be required 
to build up a limited reserve for un- 
employment, and out of this to pay 
unemployment benefits to its work- 
ers, based on their wages and lengths 
of service.” 

Who Is Covered.—The act applies 
to all employers who have employed 
ten employes or more for four 
months or more during the preceding 
calendar year. The four-month pro- 
vision is intended to eliminate strictly 
seasonal occupations, principally the 
canning industry. Other specific em- 
ployments excluded are farm labor- 
ers, domestic servants, employes of 
a governmental unemployment relief 
project approved as such by the In- 
dustrial Commission, elected or ap- 
pointed public officers, employment 
by a governmental unit on an annual 
salary basis, teachers, and employes 
of interstate and logging railroads. 
Two years’ residence in Wisconsin is 
required for employes to become 
subject to the law. 

When Benefit Is Payable—An em- 
ploye is deemed totally unemployed if 
he performs no services for his cur- 
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rent employer for one week. Notice 
of unemployment must be given to 
the Industrial Commission. The 
waiting period is two weeks, pay- 
ments are never retroactive, but in 
case of more than one period of un- 
ployment in one year, only one wait- 
ing period applies. No payments are 
due if the employe lost his employ- 
ment through misconduct, if he has 
left his job voluntarily, if he left 
work due to a trade dispute, if he is 
out of employment because of an act 
of God affecting his place of employ- 
ment or if he has received in wages 
fifteen hundred dollars or more dur- 
ing the twelve months preceding un- 
ployment. Refusal to accept suitable 
employment disqualifies claimants 
from further payments. 

Amount of Benefits —Eligible em- 
ployes will receive ten dollars per 
week or fifty per cent. of wages, 
whichever is lower, with a minimum 
of five dollars a week. Benefits for 
partial employment are limited to the 
difference between actual earnings 
and total unemployment benefits. No 
employe shall receive in any one cal- 
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endar year more. than ten weeks of 
benefit. This amount may be further 
reduced by the benefit liability limit 
of his employer’s account. 

Liability Limit of Employers —Em- 
ployers have no liability if the em- 
ploye has worked less than two weeks 
for the individual employer during 
the preceding year. Payment is 
limited to one week’s benefit for 
every four weeks of employment 
during the year, and no liability ex- 
ists if unemployment occurs more 
than six months after the date on 
which such employe last performed 
services for ‘the employer. When an 
employe is employed by more than 
one employer within any twelve- 
month period the payment of benefits 
due such employe for total unem- 
ployment shall be made from the suc- 
cessive employers’ *accounts in in- 
verse order to such successive em- 
ployments. 

No employer’s account shall at any 
time be liable to pay benefits beyond 
the current resources his account has 
or would have if all contributions due 
had been paid. If the employer’s re- 
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serve account at the beginning of the 
month amounts to fifty dollars or 
more per employe, full benefits must 
be paid during the month. For every 
five dollars reduction per employe in 
the fund, benefits are decreased one 
dollar per week. 


Settlement of Claims—U nem - 
ployed must report their claims to the 
superintendent of the public employ- 
ment office for the district in which 
the claimant was last employed, or to 
a deputy of the Industrial Commis- 
sion designated for that purpose. The 
superintendent or deputy allow or re- 
ject claims. Appeal from their de- 
cision is to an appeal board appointed 
by the Industrial Commission for 
each district. These boards must 
consist of one representative of em- 
ployers, one representative of em- 
ployes, and one person who is not an 
employer, employe or representative 
of either. Decisions of the appeal 
board are subject to review by the 
Industrial Commission and the Com- 
mission’s decisions are subject to 
judicial review just as decisions un- 
der the workmen’s accident compen- 
sation law. 


Unemployment Reserve Fund— 
The reserve fund is administered by 
the state without liability on the part 
of the state beyond the amount in the 
fund. Every employer subject to the 
law must contribute to the fund a 
sum equal to two per cent. of the 
annual payroll and an additional two- 
tenths of one per cent. of the payroll 
for administrative costs. This latter 
contribution must also be paid by 
employers exempt from the regular 
provisions of the law. If an employer 
has been continuously subject to the 
law for two years his contributions 
may be reduced. If in such case the 
employer’s account amounts to fifty- 
five dollars per employe but less than 
seventy-five dollars, the contribution 
is reduced to One per cent. of the 
payroll, and if the reserve exceeds 
seventy-five dollars per employe no 
more contributions are required. 
Payments are again resumed on the 
regular basis as the reserve funds are 
reduced by the payment of benefits. 


A separate account must be kept 
for each employer and these separate 
accounts shall not be merged except 
it is possible for groups of employ- 
ers to organize a joint account with 
the approval of the Industrial Com- 
mission. This plan of individual re- 
serve accounts is one of the principal 
differences of the new law and the 

(Continued to Page 19) 


* Reserve accounts referred to later. 











14 


JouRNAL OF AMERICAN INSURANCE 


Concerted Action 


Need for Everybody Concerned With Promoting the Best 


Interests of the Insurance Business to Get Together 


EPRESSIONS, if they serve 
D no other useful purpose, stim- 

ulate critical analysis of insti- 
tutions and policies theretofore re- 
garded as sacred, if not perfect. 
Many who have given thought to 
recent events in insurance have con- 
cluded that its primary difficulties 
have arisen from the fact that some 
of those charged with the responsibil- 
ity of directing the insurance enter- 
prise have overlooked their duties as 
fiduciaries and trustees of a business 
affected with a public interest. If 
proof is required that such duties 
exist, one may find it in judicial de- 
cisions imposing the highest obliga- 
tions upon officers and directors of 
insurance corporations. 


As a practical matter, insurance 
has become an absolute necessity in 
the commercial life of each member 
of the public. If he cannot obtain 
protection against fire, theft and other 
potential hazards, his commercial 
existence is threatened. The avail- 
ability of the resources of govern- 
mental relief agencies to insurance 
presents further evidence that insur- 
ance companies are not mere private 
enterprises operated for the sole ben- 
efit of stockholders. Underlying the 
resolutions in 1931 and 1932 of the 
National Convention of Insurance 
Commissioners is recognition of in- 
surance companies as permanent in- 
stitutions discharging a public trust, 
filling a public need, and the recipients 
of continuous patronage by the public 
which requires coverage. 


ON 
>_> ¥ 


HE problem facing supervisory 

officials today is how may the 
existing fiduciary obligations be most 
effectively impressed upon a large and 
complicated business. It is of course 
conceded that an entire group cannot 
be held responsible for the errors of 
a few. It is likewise realized that you 
cannot legislate away speculative ten- 
dencies or unsound underwriting 
practices. Three courses have been 
suggested : 

(a) To leave things as they are 
until a more stable equilibrium has 
been reached. The most _ perfect 
answer to this suggestion may be 
found in a recent article by a prom- 
inent banker in which he criticizes 
investment-banking methods and 
practice, and offers constructive reme- 
dies. The writer says: “They (his 
banking associates) always think that 


By SAMUEL R. FELLER 


First Deputy Superintendent of Insurance of the 
State of New York 


some other time would be more pro- 
pitious than the present for any 
fundamental overhauling of current 
business practices. If one has in 
view, as I have, the sole aim ulti- 
mately to create a sounder and 
healthier financial life, it seems to me 
that any time is propitious for the 
effort. Instead of ‘rocking the boat,’ 
I am aiming to make the boat more 
seaworthy.” 

(b) To increase the authority of 
supervisorv officials over individual 
company transactions. Nothing could 
be more unsatisfactory than this 
proposal. The shift of responsibility 
from officers and directors to public 
officials would result in a deadening 
regimentation of insurance enter- 
prise and initiative. It would en- 
courage non-activity by officers and 
directors with a resultant loss in con- 
fidence by the public. 

(c) To set up further legislative 
safeguards which will serve as guides 
for prudent management and restric- 
tions for the less conservative. This 
last proposal is patently the most 
feasible. The precise form of such 
legislation should be developed by 
supervisory officials working in con- 
junction with company executives. 

Up to this juncture little assistance 
has come from the latter. At the 
1931 session of the New York Legis- 
lature there were introduced at the 
request of the New York Department 
two bills dealing with investments. 
One provided that a substantial por- 
tion of the unearned premium and 
loss reserve funds of non-life com- 
panies should be invested in the same 
tvpe of securities now prescribed for 
the minimum capital of companies 
other than life and the assets of life 
insurance companies. The other bill 
would have prohibited investments in 
affiliated companies. These measures 
could not be termed “extremist pro- 
posals” by any stretch of the imag- 
ination. Thev contemplated no sud- 
den upheavals but merely attempted 
to chart a course for the future. No 
legislation approaches perfection, and 
it was expected that constructive 
suggestions would be offered as to 
those particular bills at a public hear- 
ing held thereon. Instead, there was 
only absolute opposition registered 
by those who appeared at the hearing, 
and complete silence from those who 
absented themselves. The recent 


meeting in New York City of the 
National Convention of Insurance 
Commissioners presented another in- 
stance of lack of co-operative effort. 
There was brought before the Con- 
vention at an open hearing the sub- 
ject of holding companies and inter- 
company relationships, questions 
which had been under consideration 
to public knowledge for six months. 
Here again, there was either destruc- 
tive criticism or silence. Little can 
be gained from a continuation of this 
attitude. Those who are convinced of 
the need for legislative remedies will 
not be deterred in their efforts. The 
denial to the draftsmen of the wealth 
of experience of those who have been 
silent cannot improve the remedies 
suggested. 
DOD 

HE opening of the legislatures 

of forty-three of our states fur- 
nishes an ideal opportunity for joint 
action by supervisory officials and 
those subject to supervision. There 
may be legislation offered which will 
require the concerted opposition of 
both groups. It is to be hoped that 
salutary measures which will react to 
the public benefit will have their joint 
support. 





De Mortuis Nil Nisi Bonum 

“And how much would you say this colt 
was worth?” asked the railroad claim- 
agent of the farmer. 

“Not a cent less than $500!” emphatic- 
ally declared that sturdy son of the soil. 

“Pedigreed stock, I suppose?” 

“Well no,” the bereaved admitted reluc- 
tantly. “But you could never judge a colt 
like that by its parents.” 

“No,” the attorney agreed dryly. “I’ve 
often noticed how crossing it with a loco- 
motive will improve a breed !”— 

—Santa Fe Magazine. 


Good Hunting 
Wagg—‘“Have any luck hunting lions in 
Africa?” 
Tagg—“Yes, I didn’t meet one.” 
—Answers. 








Innocent Mistake 

“Oh, Elinor, your dog has killed one of 
Reggie’s prize roosters.” 

“Darling, Im so sorry. But you mustn’t 
blame poor Fido—how was he to know 
that it was a prize rooster?” 

—Sydney Bulletin. 





Solving the Agricultural Problem 

“Has that expert in farm relief been of 
assistance to you?” 

“Some,” answered Farmer Corntossel. 
“He showed me where I can put a good 
golf course on my land as soon as I can 
afford to play the game.” 

Washington Star. 








Price of Silence 
Father of the Bride—“My daughter will 
have a dowry of $50,000, but of course 
I must make inquiries of your antecedents 
and prospects.” 
Suitor—“Don’t make any inquiries and 
I will take her for $25,000.” 
—Dorfbarbier (Berlin). 
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Hospital Fire Problems 


Michigan Mutual Has Worked Out a Safety Program 
Which Is Thorough to the Last Detail 


HE safeguarding of human life 

in the case of fire is one of the 

paramount responsibilities of 

the management of all public build- 

ings, such as theaters, dance halls, 

department stores, exhibition build- 
ings, schools and hospitals. 

While the problem of the hospital 

does not involve the panic hazard 

that exists in most public buildings, 








(Fig. 1) 

Escape Bridgeway Connecting Main Hos- 

pital, on the right, with Out-Patient and 
Therapy Department 


Second Story, Two-Way Fire 


it does have problems peculiarly its 
own, arising out of the condition that 
many of the inmates are helpless to 
move themselves. 

The principal function of a hospital 
is the saving of human life, and it 
must be so managed as to remove 
all danger of its functioning nega- 
tively. 

A foremost example of prepared- 
ness is the safety program worked out 
by the management of the Michigan 
Mutual Hospital on Jefferson Ave- 
nue, Detroit. Full responsibility has 
been accepted as the ideal, and after 
extensive study precautions have been 
adopted that constitute the best solu- 
tions of the various specific problems. 


lire prevention measures consisted 
in the removal of all celluloid films 
to ventilated fireproof storage cabi- 
nets in a detached building, installa- 
tion of elaborate apparatus for the 
humidification of the operating room 
(to remove all chance of static elec- 
tricity discharge) and other neces- 
sarv precautions to prevent an ex- 
plosion of gas, sometimes used as an 
anesthetic: also to maintain fault- 
less housekeeping in basement and 


all storage rooms to preclude the pos- 
sibility of spontaneous or other igni- 
tion of material of any kind. 
QOO> 
IFE-SAVING measures consisted 
in providing two fire escapes 
from the second story wards of such 
type that stretcher-borne patients 
could be quickly and easily wheeled 
or carried to safety, also the quick 
assembling of two adequate groups 
of trained helpers as outlined in de- 
tail later on. 
One of these fire escapes consists 
of a covered passageway at second 
floor level (see lig. 1) in connection 


with the out-patient building and 
nurses’ quarters, and is equipped 


with double smoke-proof fire doors. 
Both doorways were constructed of 
extra width to facilitate the passing 
of hospital beds. 

All hospital mattresses are spe- 
cially made and covered with a heavy 
cover, attached to which are strong 
hand-hold straps of canvas to facili- 
tate their being moved or carried. 
Those used in this hospital are espe- 
cially designed and manufactured in 
their own workshop. The strap is 
threaded through slits in the casing 
and then stitched. 


The ward rooms and corridors are 
provided with emergency wall lamps 
in which current is supplied by bat- 
teries (which are replaced every 90 
days), thereby avoiding panic or any 
delay in the preparation or rescue of 
patients should the lights go out in 
the building. 

Realizing that a means of escape 
must also be provided at the other 
end of the building in the event the 
covered passageway were cut off by 
smoke or heat, the tubular fire es- 
cape (Fig. 2) was adopted as the 
only logical type that would meet the 
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requirements. This escape is spe- 
cially designed and built to take the 
standard hospital mattress, patient 
and all, and deliver to the ground 
level without the slightest jar or dan- 
ger. The upper and lower ends of 
this tubular escape, and also the rear 
yard of the hospital, are lighted by 
lamps on an outside circuit. 

The yard wall enclosure is pro- 
vided with ample openings to enable 
firemen to approach from Wood- 
bridge Street in the rear and to work 
unhampered by wires or obstruction 
of any kind without interference 


from the public traffic on Jefferson 
Avenue. 








(Fig. 2) Tubular Fire Escape of special 
design for handling hospital patients on 
mattresses as taken from the ward beds. 


HE removal of patients in the 

convalescent ward offers no spe- 
cial problem as the ward is located 
on the first floor. The room has two 
exits, one of which leads out-of- 
doors. These patients are able to get 
about by themselves unaided. 

An important question is that of 
the removal of second-floor patients, 
involving a problem peculiar to hos- 
pital fires. The task consists of two 
separate and distinct parts; the prep- 
aration of all patients for removal 

(Continued on Page 19) 








General view of the Industrial Hospital of the Mich. Mutual Liability Company of Detroit 
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“Let’s Look at the Record” 


VERY adult of alert intelligence who has any inter- 
est in insurable property, or feels the need for in- 
surance protection in any form, will find the 

records of the carriers during the past three years, and 
particularly those of the last month, thought provoking. 
He may be led to question more than ever theories and 
claims to superiority in this field as in every other, and 
demand that the insurance man who solicits his business 
do some careful explaining of his views, which is going 
to be found difficult in the light of stock company propa- 
ganda and statements previously made. 

First of all—and remembering the line of competitive 
chatter hurled his way by the stock agents, the record of 
the depression years may iead him to question whether 
stock insurance is not, from its very nature, subject to 
influences tending to make it unstable and insecure. An 
examination of the records might lead the insurance 
buyer to conclude that the inescapable conflict between 
the interests of the stockholders, who demand profits on 
the one hand, and those of the policyholders, who seek 
protection at the lowest possible cost on the other, is 
responsible for disaster after disaster in the stock insur- 
ance field. He may conclude from the records that in 
times of prosperity frequently the profits of the stock- 
holders from both investments and underwriting appear 
excessive. It will be apparent also that when economic 
conditions change, the speculative position assumed in 
these activities by a profit-taking group, who are prone 
to forget the principles of service, has proved so ill- 
considered as to bring about failures and retirements at 
a rapid rate; thus exposing the policyholders to serious 
loss although they secured none of the profits in better 
years. 

Preliminary reports indicate that during 1932 forty- 
nine stock companies have ceased doing business, while 
during the three year period of 1930-1932 there were one 
hundred and eighty-seven such organizations which 
ceased operations, constituting 24% of the companies 
operating on that plan at the close of 1929. In other 
words, approximately one out of every four stock com- 
panies has retired within three years. 


IEWING these facts and attempting to reconcile 
them with the legend of stock company stability, our 
inquiring policyholder might be tempted to investigate 


some typical stock failures, anxious to discover where 
the “bulwark of capital” set up for his protection (so he 
has always been told) had gone, and why! As excellent 
material for such research he might delve into the failure 
of the Southern Surety (assets $11,781,000), the New 
Jersey Fidelity & Plate Glass (assets $5,983,000), and 
the Union Indemnity (assets $15,746,510). In each case 
heavy loss was suffered by policyholders, since in the 
first two cases reinsurance did not cover losses sustained 
before such reinsurance took effect, and in the third, no 
reinsurance by the company was effected. 
QO 

HE insurance buyer will find much of interest in 

the history of the Southern Surety, a company 
which at the time of its failure was owned and controlled 
by the same interests as the Home Fire Fleet, the largest 
group of stock fire companies in the United States. 
Underwriting expenses reached the astonishing ratio of 
50.1% of premiums written in 1930, and for the three 
years before its retirement were 45.3%. Very heavy 
investment losses during 1931, coupled with a decidedly 
unfavorable underwriting loss experience, led to the 
retirement of the company in 1932. 

Our seeker after truth will probably ask himself, 
“Why did the company pay dividends to its stockholders, 
despite its underwriting losses for the last three years of 
its existence? Whether so large a proportion of its 
assets in railroad stocks were so invested for the benefit 
of the policyholder or for the stockholders?” He would 
consider, with critical judgment, the suit brought by the 
minority stockholders of the Southern against the Home 
Indemnity, to which it was charged its desirable business 
and best agents had been transferred. The spectacle of 
the largest fire company in the country, with millions in 
surplus, standing idly by while a member of the same 
fleet was wrecked on the rocks of receivership would 
undoubtedly fill him with amazement and doubt. The 
complete disappearance of the capital of $1,500,000 in the 
wreckage—the tidy sum that was to be, presumably, the 
safeguard for the policyholder in times of such ship- 
wreck—is disheartening, and he then might question the 
value of similar protection in other companies of like 
nature. 

With his illusions shattered and his suspicions growing, 
he might leave the study of the Southern and take up 
that of the New Jersey, whose collapse soon afterwards 
came almost without warning. Here, too, the protection 
of capital stock seems to have been overestimated, since 
only part of the business was reinsured and loss claim- 
ants had only a claim on the receiver. Asa prudent busi- 
ness man, our inquirer might ask why dividends con- 
tinued to be paid, despite the five year underwriting loss, 
and if it is true that in stock insurance the interests of 
the policyholder always come first as it is claimed. He 
might ask why the company had accepted business which 
investigation would have easily have revealed as 
extremely hazardous. What happened to the capital 
stock and surplus of $1,417,077 that the company re- 
ported just before it gave up the fight to stay in business ? 

oO 
Y NOW, with his confidence in stock underwriting 
and investment judgment badly shaken, and still 
confused over the disappearance of the capital stock 
(that “great wall of strength which makes stock insur- 
ance so superior”) after a failure, our business man is 
prepared to take up the case of the Union Indemnity, 
but lately departed. He will be bewildered by the fact 
that it has never made an underwriting profit in any one 
of its twelve years. How then, he asks, did it pay divi- 
dends for seven years? As he further contemplates its 
(Continued on Page 18) 
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_ Life-Lights Against a Business Background 
Are You In the Ground Hog Group? 


‘Sw F I were looking for further 
| proof that the evolutionist is 
right in his theory of human 
descent from animal origins,” said 
my friend who dabbles in science and 
philosophy, “I would not have to go 
farther than some of my business 
acquaintances.” 

“How so?” asked I. “What mon- 
key tricks have they been up to that 
makes you comment thus sarcastic- 
ally ?” 

“Tt is not their resemblance to the 
anthropoid apes that I find so con- 
vincing at the moment. I wish it 
were,” he sighed. “Even an ape has 
considerable enterprise and knows the 
latent possibilities of a cocoanut when 
he sees it. No, I was not thinking of 
anything as energetic and adventur- 
ous as a monkey. I was meditating 
on the story of the groundhog, 
familiar since childhood and in the 
public eye again a week or so ago. It 
may libel that amiable little beast. 
Nobody has proved it, but, so far as 
I know, nobody has disproved it, and 
assuming it to have some basis in 
fact, as is the case with much of our 
folklore, I regret to say I find distinct 
traces of groundhog, or woodchuck, 
instinct—in its least admirable form 
—displayed in the mental attitude and 
consequent behavior of some of the 
aforesaid business friends.” 

“You refer, I suppose, to the belief 
that the groundhog, after sleeping all 
winter in his hole, emerges, on Feb- 
ruary 2 to consult the signs of ap- 
proaching spring,” I said. 

“Yes,” said he, “and more par- 
ticularly to the belief that if he sees 
his shadow—the dav happening to be 
sunny—he crawls back into his hole 
for another six weeks of slumber. 
That alleged characteristic entitles 
him to be considered the original de- 
pressionist, but it is not one of the 
sort that intelligent, two-legged 
animals should emulate. 


I> 


* ND yet, it seems to me, a lot of 


my business acquaintances are 
quite as much afraid of their shadows 
as neighbor woodchuck. Apparently 
they have lost the chance-taking spirit 
that was once a marked feature of 
American life. Because they have 
had a few hard bumps they now in- 
sist that they be provided with cush- 
ions and given iron-clad guarantees 
against any further jolts before 
moving hand or foot to get out of 
the ditch in which the last jolt landed 
them. That is not the way, if I read 


By S. J. DUNCAN-CLARK 


history aright, in which American 
business built up the great structure 
of commerce and industry which it 
once regarded with so much pride. 
That is not the way it will be rebuilt. 
Something better than a woodchuck 
spirit is necessary if we are going to 
regain our stride.” 

“But you would not want *. see 
us repeat the follies that preciy ated 
the present situation, would you?” 
I interposed. 


“No, a thousand times no,” he 
ejaculated fervently. “But there is 
a definite line between the intelligent 
courage that runs a risk in order to 
get ahead, and the foolhardiness that 
shuts its eyes and greedily blunders 
into trouble without regard for law 
or morals. That line has been pretty 
clearly indicated in recent experience, 
and it is well if we learn from the 
shock we have suffered the stupidity 
of transgressing it. My censure is 
for those who seeing their own some- 
what diminished shadows are thereby 
frightened into an almost complete 
paralysis of enterprise ; for those who 
are not willing to take the chances 
that justifiably may be taken in the 
light of American resources and op- 
portunities. 


QOD 


66 AKE, for example, the little 

human woodchucks who are 
piping from their holes in frantic 
demand that their government. at- 
tempt to force the advent of spring 
by issuing a lot of new money. There 
is heaps of money now available— 
more than we had before they took 
to their holes. If it were put to 
work, as money has been put to work 
before in this country, we would be 
on our way to fruitful summer in 
quick order. 


“This groundhog attitude of wait- 
ing for something to turn up never 
got anybody anywhere—that is any- 
where that was worth getting to. 
The American spirit is to go out and 
turn something up. Too many folks 
are sticking in their holes and blam- 
ing circumstances. If my memory 
of Latin serves me, circumstances 
are things that stand around, while 
men, who live up to their virile title, 
are nersons who make things work 
for them. It is about time that the 
business energv and intelligence of 
America were laying imperative 
hands on circumstances and compell- 


ing them to be serviceable and pro- 
ductive.” 

“T agree with you,” I said, “but 
while I have been listening a thought 
has been running through my mind, 
which I modestly venture to put into 
an observation. The alleged conduct 
of the woodchuck has always seemed 
to me to be particularly stupid, be- 
cause — obviously — sunshine is an 
essential element in any desirable 
spring, and the little fool could not 
see his shadow if the sun were not 
shining.” 

“Precisely,” approved my friend. 
“He is dismayed by the very thing 
that should prove to him the favor- 
able nature of his opportunity. He 
slinks back into his hole saying, as 
some of my friends are saying, 
‘things must be worse before they can 
be better.’ That is a silly saying of 
which timid and lazv persons are too 
fond. The brave and energetic will 
sav. ‘Things might be better, and I 
am going to work to make them so.’ 
There are elements in the situation, 
as I see it, that justify such an atti- 
tude. Material and production costs 
are low. Labor is abundant. Com- 
modity need is increasing; replace- 
ments must be made in many of the 
necessities of life. And some busi- 
ness men see that much sunshine, 
and are not afraid of their shadows, 
but welcome the fact that they can 


cast them. 
SASL 


es HAT is true of the spirited 
group in Chicago that has gone 
ahead with the Century of Progress 
exposition. It is true of great con- 
cerns that have invested in space for 
display. It is strikingly true of the 
automobile industry. The faith that 
has been shown by such leaders is an 
example to the rest of the country, 
and I have great hope that it will soon 
begin to exercise a stimulating effect 
on others—even the groundhog group 
may be stirred to action. But the 
late comers will find that they have 
missed the best opportunities.” 
“In other words,” said I with a 
chuckle, “the groundhog never gets 
in on the ground floor.” 


Cheerful Joiner 
St. Peter—‘And here is your golden 
harp.” 
Newly Arrived American—‘How much 
is the first payment ?”—Pathfinder. 


Getting His Money’s Worth 
A Scotchman, intending to put in a 
long-distance call, tried to make arrange- 
ments for Floyd Gibbons to do the talking 
for him.—Judge. 











‘*Let’s Look at the 
Record” 


An Editorial 
(Continued from Page 16) 


record, his wonder grows. What be- 
came of the funds reported to have 
been borrowed from the Reconstruc- 
tion Finance Corporation? Was it 
possible that the company did not 
have enough good assets left to re- 
insure its business? The shrinkage of 
its assets, once they are judged by 
current market quotations, is pitiful 
to behold. And where is that capi- 
tal stock? Why did the company fol- 
low an underwriting policy which 
showed such deplorable _ results? 
Why did it invest its assets as it did? 


In the quiet of his home or office, 
analyzing his discoveries and seeking 
the answers to his own questions, will 
our investigator conclude that the 
stock managements made these mis- 
takes because of a thirst for profits, 
regardless of the paramount interest 
of the policyholders ; that speculative 
investments were made in the hope 
of large returns: that companies 
geared their production staffs for 
volume, not quality, and went out to 
get premium dollars for investment 
purposes? If he reaches that conclu- 
sion, then he must also conclude that 
they did attain their purpose for a 
short time, since a review of the oper- 
ations of sixty-three leading stock 
casualty companies during the decade 
1922-31, which appeared in the De- 
cember 29, 1932, issue of the Spec- 
tator, showed a combined capital of 
$98,675,000, an investment income 
and accretion of $272,632,721, or 
276%, which would amount to 27.6% 
each year. He would also find that in 
the same period they sustained an 
underwriting loss of $94,125,831. 
When the investment profit suddenly 
dried up and heavy losses took their 
place, not even the rise of values for 
their assets, based on market prices 
on June 30, 1931, could prevent one 
in four from retiring from the field. 


In his search for this “great bul- 
wark of capital,” supposed to protect 
policyholders who insure in a stock 
company under all circumstances, our 
serious inquirer will have discovered 
why it is often lacking. The capital 
stock of a stock company is not placed 
on deposit with an outside agency or 
invested in high grade bonds which 
are segregated from other assets. It 
is in the business, invested like all 
other funds, and subjected with them 
to the same possibility of loss by 
speculation. Therefore, when a stock 
company fails, the capital stock, along 
with such other assets as the com- 


JouRNAL OF AMERICAN INSURANCE 


pany may have will be used as far 
as they will go to pay out. If the 
amount of the deficit is greater, then 
the policyholders and other creditors 
bear the loss. 

The question thus may well be 
asked by the inquirer whether any 
theory of insurance can be right 
which is based on making a profit 
from the misfortune and fear of mis- 
fortunes of others. The stock com- 
pany, in effect, says to John Doe, 
“You pay me a definite amount now 
on my promise to indemnify you in 
the future against such losses as may 
be covered by the agreement up to a 
stated limit. If the amount which 
you and your fellows pay is above the 
cost of furnishing such protection, 
plus my expense in providing such 
service, it is mine. If there is a deficit, 
unless it is too great, I will make it up 
from my capital and surplus this year 
and charge you higher rates next year. 
Any profits I make in interest from 
the use of your money are mine. If 
losses are too heavy for me to pay, 
or | am an incompetent manager of 
your funds, you stand to lose either 
your unearned premiums or the 
amount of your claim or both. If my 
speculations with the assets of the 
company (in many cases most of 
which are made up out of the pre- 
miums which you pay) result favor- 
ably, the profit is mine; if the result 
is insolvency, you share in the loss.” 

This searching investigation by our 
inquirer is bound to lead to but one 
conclusion, which is that capital 
stock, as such, is no guarantee that 
the policyholder will be kept free 
from loss if things go badly for the 
company ; that it offers no assurance 
that because there is a definite third 
party interest behind that capital 
stock the affairs of the company will 
be well managed. For the latest veri- 
fication of this he need only to read 
the story of the Illinois Life Insur- 
ance Company, one of the few life 
insurance institutions having a “great 
bulwark of capital stock” as a blanket 
of protection over the many policy- 
holders of the company. 


SSS 


HEN our inquiring insurance 

buyer may take a look at mutual 
insurance, which the stock insurance 
agent has repeatedly told him is un- 
safe, unsound and not dependable 
because it has no capital. If he in- 
vestigates, he will find that a mutual 
insurance company is an organization 
for collecting proper premiums from 
all to pay the losses of the unfortu- 
nate few; an institution which, 
through the experience of a century, 
has proved that by careful underwrit- 
ing and efficient and conservative 


management it can write insurance at 
a net cost far below that of the stock 
company, and at the same time fur- 
nish the highest class of protection. 


In his investigation he will find 
that one of the important reasons why 
the mutual companies have made 
such a consistent good record is be- 
cause they are under no obligation 
to make large profits for third party 
interests but must, if they are to be 
successful, first serve the interests of 
the policyholder. He will find gen- 
erally that the mutual companies 
show an underwriting profit instead 
of an underwriting loss during the 
past ten years, and that these profits 
have been returned to their policy- 
holders in the form of so-called divi- 
dends (really unused premiums) thus 
reducing the cost of insurance to the 
actual cost of the coverage. He will 
find no capital stock ; that is true. He 
will find reserves, however, as high or 
greater than the statutory legal re- 
serve requirements. He will find sur- 
plus accounts available for times of 
unusual loss or unusual stress; more 
important still, he will find back of 
the mutual enterprises sound success- 
ful conservative management, which, 
through soft years as well as bad 
times, has for its guidance always the 
fundamental principles of sound 
underwriting, loss and accident pre- 
vention, conservative investment 
policy, with the duty first, last and 
always to consider only the interests 
of the policyholder. And he will 
find but few failures. 


When he sums up his whole study 
and investigation he will probably 
conclude that sound insurance can be 
furnished by all classes of carriers 
and that, as in all other businesses, 
the human element plays a most im- 
portant part in the safety of each; 
that dependable protection can be 
furnished by stock insurance but that 
“service” must be the watchword of 
the management. 


UT when he examines the rec- 

ords for the three depression 
years and finds the number of stock 
company retirements nearly five times 
as great as those of mutual companies 
(24% as against 5%), and when he 
examines the records of retirements 
during the course of insurance history 
and finds a survival percentage of 
stock insurance of only 26.5 as 
against 62.5 for the mutual com- 
panies, he can do nothing else than 
support the conclusion that there is 
something about the mutual form of 
protection which is superior and 
which entitles it to full public con- 
fidence. 
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Unemployment Act 
(Continued from Page 13) 


original proposals. The plan is in no 
way an insurance system, but an indi- 
vidual employer’s reserve fund plan. 


Exemptions.—The Commission 
may exempt from the law employers 
who guarantee, under a plan ap- 
proved by the Industrial Commission, 
to all their eligible employes, in ad- 
vance for one year periods, at least 
forty-two weeks of work or wages 
for at least thirty-six hours each 
week. Exemptions may also be 
granted to employers who have estab- 
lished plans which the Commission 
finds: (a) Make eligible for benefits 
at least the employes who would be 
eligible for benefits under the com- 
pulsory features of the act; (b) Pro- 
vide that the proportion of the bene- 
fits to be financed by employers will 
be equal to or greater than the bene- 
fits which would be provided under 
the compulsory features of this act; 
and (c) are on the whole as beneficial 
in all other respects to the employes 
as the compulsory plan. 


Voluntary Systems of Unemploy- 
ment Compensation—lIn accordance 
with the legislative intent expressed 
in Section 1, the compulsory features 
of this law shall not take effect until 
July 1, 1933, nor shall it become effec- 
tive on that date if the Commission 
finds that on or before June 1, 1933, 
employers then employing at least 
175,000 employes have established 
plans previously approved by the 
Commission as plans which would en- 
title the employer to an exemption. 
If this requirement is not met, the 
law will become effective, but those 
employers who have established and 
maintain approved plans will be 
exempt. 

Advisory Committee —The Indus- 
trial Commission has appointed an 
advisory committee consisting of 
three representatives of labor, three 
representatives of employers, and 
the secretary of the Commission as 
Chairman. This group is assisting 
the Commission in considering vari- 
ous plans proposed by employers, also 
in formulating plans to fit the needs 
of various employers. A large num- 
ber of plans have already been sub- 
mitted but it is doubtful if a single 
plan can be developed that will 
answer the needs of every employer. 
This, of course, is not mandatory, but 
the administrative work would be 
greatly reduced if one or even a few 
standard plans could be developed to 
serve all employers. 

Conclusion. —-T he employers of 
Wisconsin do not want the compul- 
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sory law; the vast majority of em- 
ployers do not want any unemploy- 
ment insurance or reserve law unless 
it is on a national basis and the com- 
petitive disadvantage of additional 
cost is thereby removed. If they must 
have a law, they prefer the voluntary 
plan as being the least objectionable. 
Employers fear that if a compulsory 
system is adopted its history will fol- 
low the example of work accident 
indemnity legislation in the constant 
increase of benefits and the heavy 
additional costs of doing business. 
Every proper effort will be exerted 
toward the adoption of voluntary 
plans so that at least 175,000 em- 
ployes will be covered by July 1, 1933. 
The present general unemployment 
makes this goal more difficult because 
so many more employers must adopt 
plans to meet the legal requirement. 
Out of all this effort will spring some 
highly practical unemployment relief 
plans. In this respect at least the new 
law is likely to produce some bene- 
ficial results. A summary and outline 
of the various plans that will ulti- 
mately be approved offers an excel- 
lent subject for future discussion. 


oon 


Hospital Problems 


(Continued from Page 15) 


and their actual removal after being 
made ready. 


It was decided that the former 
work could only be handled properly 
by the regular trained hospital staff 
of surgeons, nurses and internes, all 
of whom are domiciled on the prem- 
ises, and are subject to quick mobil- 
ization. 

The preparation of patients in- 
volves bundling up, transfer of sup- 
ports, and perhaps other important 
surgical and medical attention. 

The force available for this work, 
which is summoned by a _ hospital 
alarm turned in by the night surgeon 
or night nurses upon the first intima- 
tion of trouble of any kind, seemed 
ample to care for this part of the 
task, and also to care for the patients 
outside after their removal is accom- 
plished. 

Because the staff would be busy as 
outlined above, it appeared that other 
trained persons were needed to take 
care of the second part of the task. 
The remainder of the hospital at- 
taches furnished a few trained hands 
but not nearly enough, as it takes 
two or more men to remove one pa- 
tient. The general public cannot be 
counted upon because they might not 
collect in time, and even if they did 
thev would not be trained in the 
work. The Detroit Fire Department, 
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noted for its efficient work of all 
kinds, appreciated the difficulty of 
meeting the exacting requirements, 
and cooperates splendidly by install- 
ing a regular street fire alarm box 
with its own individual number, in- 
side the main hospital building, near 
the front entrance. From this box 
anyone on the first floor, including 
the patients in the convalescent ward, 
can turn in a city alarm. By making 
special arrangements, Rescue Squad 
No. 1, located at the fire station near- 
est the hospital, and also Rescue 
Squad No. 2, located near the busi- 
ness district, will both respond to 
every alarm coming from this special 
city alarm box. 

When a city alarm is turned in 
from this box it brings not only the 
fire apparatus, but also twenty men 
trained in removing helpless persons 
and gives an adequate force. 

These two groups of workers with 
a clearly defined division of labor 
constitutes one of the most perfect 
set-ups for fire rescue work employed 
by any hospital. 

President P. W. A. Fitzsimmons 
and Surgical Director H. N. Torrey 
are justly proud of the perfection of 
these life-saving provisions which are 
now on the same high plane of excel- 
lence as are all other features of this 
model hospital where perfection is 
secured in the only way nerfection is 
ever secured—namely, by treating 
minor details with the same painstak- 
ing care and precise treatment that 
all big or important matters receive 
in all well managed industries or in- 
stitutions. 





Embracing the Impossible 
Guest—“Gosh, I wish I could afford a 
car like this!” 
Owner—“So do I.”—Judge. 


Man Wants But Little Here Below 

“Ts this train ever on time?” growled 
the grouchy passenger. 

“Oh,” replied the conductor, “we never 
worry about it being on time. We're sat- 
isfied if it’s on the track.”—Stray Bits. 








Friend of the Stork 

The doctor of a country village had two 
children who were acknowledged by the 
inhabitants as being the prettiest girls in 
the district. 

While the two children were out walk- 
ing one day, they happened to pass quite 
near two small boys; one lived in the vil- 
lage and the other was a visitor. 

“T say,” said the latter to his friend, 
“who are those little girls?” 

“They are the doctors children,” replied 
the village boy. “He always keeps the 
best for himself.’"—Montreal Star. 





He’d Be Missed 
Tudge—“Now, T don’t expect to see you 
here again, Rastus.” 
Rastus—“Not see me again, Jedge? 
Why, you-all ain't going to resign, is you, 
Jedge?”—Capper’s Weekly. 





Insurance Notes 
(Continued from Page 8) 


their convictions sustained, and oth- 
ers which have suffered too heavy 
losses will have lost interest in the 
class, there will always be some com- 
panies remaining which have not 
learned by their individual experience 
and will be willing to try their luck. 
That is what takes place in the insur- 
ance business repeatedly, as well as in 
other industries and in the affairs of 
individuals.” 


Resident Agent Law E NFORCE- 
Enforced in Ky. MENT of 

the amended 
resident agency act as applying to 
surety underwriting in Kentucky is 
indicated in a letter sent to all stock 
casualty companies by G. B. Senff, 
the Kentucky Insurance Commis- 
sioner. Violation of the act carries 
a fine of $500 to $1,000 on convic- 
tion, and it is mandatory that com- 
pany license be revoked ninety days 
for the first offense and for one year 
on a second conviction. 


Montana Schools THE school board 
Insure in of Silver Bow 
Mutuals County, Montana, 

in which Butte is 
located, have authorized $600,000 of 
new insurance with the Millers Mu- 
tual and the Northwestern National. 
The line of the Millers Mutual is 
covered under two policies for a total 
of $550,000, while the Northwestern 
National received $50,000. Placing a 
portion of the school insurance with 
the Millers Mutual was protested by 
school trustee Miles Cavanaugh and 
by Willard Thompson, secretary- 
manager of the Butte Chamber of 
Commerce, on the ground that it 
placed the school district in the insur- 
ance business and made it subject to 
assessment liability under the mutual 
policy. Mr. Cavanaugh moved that 
the board reconsider the placing of 
the coverage and allot it to stock 
companies, but his motion was voted 
down and the business awarded to 
the Millers Mutual. 


Early 1933 WE HAVE before 
Prophets Give us a little booklet 
Lown Down on by a resident of 
Future Toronto, Canada, 

in which he says 
that the scriptures plainly indicate 
that the Anglo-Saxon race now 
dominant in the affairs in the British 
Empire are of direct Hebrew descent 
and because of this circumstance will 
providentially assume command of 
the world on January 31, 1933, when 
a theocracy will be established. 
Tucked carefully away in the latter 
part of the discussion is the sugges- 
tion that since the old Mosaic law 
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made it a standard practice to forgive 
debts after they were seven years old 
it would be a good thing for the 
United States to forget about the ob- 
ligations which our allies incurred to 
us during the war period. A very 
neat idea this, but the 3lst has come 
and gone and no theocracy yet—-and 
so another prophet’s advice has 
proved unprofitable. 

A second new idea, not at all in 
the same category but also transcend- 
ing the mental processes of the ordi- 
nary man in the street, is the declara- 
tion of a well-known astronomer to 
the effect that whereas we have been 
urged heretofore to act toward each 
other as if we all over the earth were 
brothers, we should soon advance so 
far that “all our human actions 
should be on a broader plane, and we 
should act as sons and daughters of 
the universe.” 

We are willing to try this, but can 
hardly offer mutual insurance as yet 
to the inhabitants of such planets as 
Mars, for instance, since we have 
no knowledge of their fire-fighting 
equipment, the type of automobiles 
they drive, or what their legislatures 
will do about workmen’s compensa- 
tion rate regulation. 


Defer No. Carolina A FURTHER 
Compensation delay in rend- 
Ruling ering a decision 

on the petition 
for an increase in workmen’s com- 
pensation insurance rates in North 
Carolina was announced by state in- 
surance commissioner Dan. C. Boney. 
He explained that following the re- 
cent hearing all interested groups 
were given the privilege of filing 
briefs. All of the briefs have not 
been filed up to the present and the 
additional time has been granted to 
those organizations who could not as 
yet prepare their material. Mr. Boney 
said that it will serve no special pur- 
pose to give a decision on the peti- 
tions for increased rates for several 
months as most of the compensation 
policies in force in the state are dated 
July lst and run for one year. 

He expressed the belief that com- 
pensation rates will have legislative 
consideration during the general as- 
sembly session which opened Janu- 
ary 4th. 


Many Calif. Agents DURING the 
Forget License year 1932 the 
California In- 
surance Department issued 20,351 li- 
censes to agents, brokers and solici- 
tors for fire and casualty companies. 
It is estimated that there are some 
15,000 to 20,000 ‘agents operating in 
California without a license, who 
seemingly do not intend to file appli- 
cation with the department. 


THE economic 
stress of the times 
is having a good 
effect in a few instances at least, 
where it has served to clear the vi- 
sion of certain people in the insur- 
ance business. For example, the 
California Association of Insurance 
Agents recently sent a legislative 
committee to confer with a similar 
committee of the Board of Fire 
Underwriters of the Pacific to con- 
sider tentatively plans for sponsor- 
ing a state rate filing and provision 
bill in the legislature. The agents 
apparently have given up the im- 
possible task of trying to compete 
with the mutuals by means of 
vague propaganda and have begun 
to study into the faults of their own 
kind of underwriting. They have 
recognized that rate cutting and 
other manipulations have increased 
to such an extent during the past 
several years and it is rumored 
among them that these practices 
have been a contributing element 
in the failure of more than one of 
the stocks which have folded up 
since 1929. 

It is the agents’ idea that the 
problem is more serious in the cas- 
ualty field than with the fire com- 
panies but that some corrective 
measure should be applied to both 
types of coverage. The proposal is 
said to be to draft a statute closely 
following the model of the New 
York law. The Board committee 
is expected to favor the movement 
for various reasons. It contends 
that rate supervision has not proved 
satisfactory in other states and that 
the government should keep its 
hands off of private business enter- 
prises. But it says nothing at all 
about the desire of the stock com- 
panies to go along on the old basis 
of giving “special treatment” where 
mutual competition is strongest. 


Beginning to 
See the Light 


Warns Against UNDER date of 
Auto Rate January 20th, 1933, 
Discrimination Mr. Lee Herdman, 
Acting Commis- 
sioner of Insurance of the State of 
Nebraska, sent a formal notice to all 
companies writing automobile insur- 
ance in the State, as follows: 
“Casualty insurance companies 
doing business in the State of 
Nebraska are forbidden to dis- 
criminate in their rates charged 
for automobile insurance on the 
same class and risk.” 
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Security Valuations 


Digest of Attitude of Various States on Basis at Which 
Stocks and Bonds May Be Figured 


The attitude of thirty-eight states 
and the District of Columbia on the 
valuation of securities for annual 
statement purposes has been in- 
dicated. The Convention basis of 
valuation (June 30, 1931) will be 
allowed in Arizona, Arkansas, 
California, Connecticut, Delaware, 
Florida, .Georgia, Idaho, (illinois, 
Indiana, Iowa, Kansas (on basis 
permitted by home state), Ken- 
tucky, Maine, Maryland, Michigan, 
Minnesota, Mississippi, Missouri, 
Nebraska, New Hampshire, New 
Jersey, New Mexico, New York, 
North Dakota, Ohio, Oklahoma, 
Pennsylvania, Rhode Island, South 
Carolina, Texas, Vermont, West 
Virginia, and Wyoming. 

It is definitely rejected in the 
states of Nevada, South Dakota 
and Wisconsin, while it may be re- 
jected in North Carolina. 

The situation with reference to 
amortization is still more confused, 
since several of the Commissioners 
have not indicated what position 
they will take. It will be allowed 
in Arizona, Arkansas, California, 
Connecticut, District of Columbia, 
Florida, Georgia, Idaho, Indiana, 
Iowa, Kansas, if so permitted by 
home state, Kentucky, Maine, 
Maryland, Massachusetts, Michi- 


gan, Minnesota, Missouri, Nebra- 
ska, New Hampshire, New Jersey, 
New York, North Dakota, Ohio, 
Oklahoma, Rhode Island, South 
Dakota, Texas, Virginia, West Vir- 
ginia and Wyoming. 

It has been apparently rejected 
on legal grounds in Delaware, 


Mississippi, Montana, Pennsyl- 
vania, South Carolina and Wis- 
consin. 


The growing acceptance of this 
method of valuing bonds has led 
to great interest in the manner in 
which the amortization is carried 
out. The following article by Alfred 
M. Guestin of the New Jersey In- 
surance Department is one of the 
clearest explanations of the pro- 
cedure so far made public. 


Procedure to Be Used 

in Amortizing Bonds 
The process of amortization is a 
method of determining values of se- 
curities on a basis which is inde- 
pendent of market values. The un- 
derlying assumption is that the bond 
was purchased at its true value and 
the value on any other date will be 
that price which would produce a 
yield equal to that at which purchase 
was made. It is justified on the as- 
sumption that interest will always be 
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paid when due and that the bond will 
be held to maturity when it will be 
paid in full. 

The effective rate of interest at 
which purchase was made, hereafter 
known as the effective rate, may be 
defined as that rate of interest at 
which all future payments under the 
bond must be discounted to give the 
actual purchase price on the date of 
purchase. The amortized value at any 
other time is the present value at such 
effective rate of all future payments 
thereon. 

Unless the bond was purchased at 
par the effective rate will differ from 
the coupon rate of interest. In order 
to produce an income equal to the ef- 
fective rate, therefore, it is necessary 
to supplement the coupon interest 
item by an adjustment in value. Thus, 
if a bond was purchased at a price 
which is lower than par, the interest 
received each year is supplemented by 
an increase in value sufficient to make 
the ratio of income to principal equal 
to the effective rate. If the bond was 
purchased at a price greater than par, 
a part of the interest collected is used 
to decrease the value of the bond in 
such amount that the ratio of the bal- 
ance of the interest to the principal 
will equal the effective rate. As the 
period to maturity grows shorter the 
values will gradually approach par 
and will be equal thereto on the ma- 
turity date. 


Use of Bond Tables—There are a 
number of published tables of bond 
values which may be used for com- 








Stabilization of Security Values Has Much to Do with Preventing Scenes Like This 
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puting amortized values and effective 
rates of interest. Ordinarily, they 
will include introductory remarks 
which will explain their use for pur- 
poses of bond valuation. Some of 
these tables are listed below: 

Complete Bond Tables, by Charles 
E. Sprague, published by The 
Ronald Press Company, New 
York, N. Y. 

Acme Tables of Bond Values, pub- 
lished by the Financial Publish- 
ing Company, Boston, Mass. 

Van Dyke’s Complete Bond Value 
Tables, published by the Finan- 
cial Press, New York, N. Y. 

Monthly Bond Value Tables, pub- 
lished by the Financial Publish- 
ing Company, Boston, Mass. 

These tables are arranged in such 

a manner that if the effective rate of 
interest at which purchase was made, 
the duration to maturity and the cou- 
pon rate are known, the amortized 
value of the bond may be determined 
by reference to the proper table. Simi- 
larly, if the amortized value, the dura- 
tion to maturity and the coupon rate 
are known, the effective rate of inter- 
est may be determined. These tables 
usually cover only bonds with semi- 
annual interest. Modifications of the 
methods herein described must be 
used when interest is payable at other 
intervals. This discussion of meth- 
ods of amortization is not complete, 
but is intended merely as a guide to 
companies in making their calcula- 
tions. In the description of the calcu- 
lations involved, we are using as an 
example the following bond with as- 
sumptions as to price, date of pur- 
chase, etc., as indicated. Van Dyke’s 
Tables were used in these examples. 
X. Y. Z. Railroad lst Mortgage 4% 
Gold Bonds 
Coupon Dates May 1, Nov. 1 
Par Value $500,000 
Purchased 11/12/31 
Maturity 11/1/43 
Cost ex. acc. int. $455,000 
Accrued Int. $611.11 
Determination of the Effective 
Rate of Interest at Purchase—Unless 
purchase of a bond is made exactly 
on an interest date and at an effective 
rate of interest for which a tabular 
value appears, it is necessary to re- 
sort to interpolation to secure an ef- 
fective rate which will be sufficiently 
accurate to produce a smooth succes- 
sion of amortized values from year 
to year. Having determined the ac- 
tual date of purchase of a bond, the 
price per thousand less accrued inter- 
est paid on purchase and the coupon 
rate, determine the durations to ma- 
turity from the interest date immedi- 
ately preceding and the interest date 
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immediately succeeding the date of 
purchase. With each of these dura- 
tions and the information quoted 
above, enter the bond value table and 
determine by inspection two values 
corresponding to two successive pub- 
lished yields between which the actual 
purchase price will fall. 

Four bond values at two tabular 
yields will then have been secured. 
By interpolation for duration it will 
be possible to find the value which 
corresponds to the date of purchase 
at each of these tabular yields. From 
the two values on the date of pur- 
chase so derived another interpola- 
tion is made for the actual cost of 
the bond which will produce an effec- 
tive rate falling between the two 
yields above determined. This rate 
can be determined to as great a de- 
gree of accuracy as desired. Ordi- 
narily, the effective rate of interest 
should be determined to approxi- 
mately three places of decimals. The 
rate so computed is the item which 
should be entered in column (14) for 
each bond. 

Example— 

Determine durations to maturity from 
following dates: 

(1) Interest date preceding date 


of purchase 11/1/31.........5.- 2 -y¥e. 
(2) Interest date succeeding date 


Of purchasé S/1/Z2 «4 60-0 60055 11% yrs. 
(3) Purchase date 11/12/31..... ll yrs. 
349/360 yrs. 


Determine the actual cost of the bond 
per $100 unit—91.0000. 

Enter the 4% semi-annual tables with 
durations 12 years and 11% years. It is 
found by inspection that a bond to run 12 
years is valued 91.0575 at 5.00% or 90.2174 
at 5.10%. Similarly, a bond to run 11% 
years is valued 91.3339 at 5.00% or 90.5179 
at 5.10%. It is necessary then to inter- 
polate for the actual date of purchase. 











Tabular Yields 5.00% 5.10% 
Value at Duration 11% 

YEATS. .ccccccecccc¥oece 91.3339 90.5179 
Value at Duration 12 yrs..91.0575 90.2174 
Increase for half year.... .2764 .3005 
Increase for 11/180 thereof .0169 0184 
Value at Duration 12 yrs..91.0575 90.2174 
Value at Duration 

BEE Soka cccucess 91.0744 90.2358 


It is then necessary to interpolate be- 
tween the tabular yields above used in 
order to determine the effective rate. 


Value— 
at 5.00%—91.0744 at 5.00%—91.0744 
Value— 


at x%—91.0000 at 5.10%—90.2358 
The following equation can then be 
solved for x, the effective rate. 
—x 91.0744 — 91.0000 


5.00 — 5.10 91.0744 — 90.2358 
Effective rate = x = 5.009%. 
Determination of Amortized Value 

on Last Interest Date in Calendar 
Year—Before the value of the bond 
at December 3lst can be determined 
the value on the last interest date of 
the calendar year must be known. By 
the subtraction of this date from the 





date of maturity of the bond the dura- 
tion to maturity can be determined. 
The duration to maturity, the cou- 
pon rate, and the effective rate may 
be used to enter the table of bond 
values. By inspection find two values 
corresponding to the two pubiished 
yields between which the effective 
rate will fall. An interpolation be- 
tween such two values by use of the 
effective rate and the two yields by 
which these values would be pro- 
duced will give the amortized value 
on the interest date in question. Such 
values can be so determined for any 
year once the effective rate is known 

Example— 

The following information has already 
been secured: 

Effective rate—5.009%. 

Duration to maturity 
12 years. 

Coupon rate—4% semi-annualiy. 

Enter tables with such data. It is found 
that the two published yields between 


from 11/1/31— 


which 5.009% will fall are 5.00% and 
5.10%. 
Value— 

at 5.00% —91.0575 at 5.00%—91.0575 
Value— 


at 5.009%— x at 5.10%—90.2174 

The following equation can then be 
solved for x, the value required: 
5.00 — 5.009 91.0575 — x 


5.00—5.10 91.0575 — 90.2174 

Amortized Value 11/1/31 = x = 90.9819. 

Determination of Value on Decem- 
ber 31st—Having determined the 
amortized value of a bond on the last 
interest date in the calendar year it 
is possible to determine the value on 
December 31st by the application of 
a simple formula. To the value on 
the last interest date add interest for 
the number of days between such 
date and December 3lst at the ef- 
fective rate and subtract that pro- 
portion of a coupon which the num- 
ber of days to December 31st bears 
to a full interest coupon period. This 
method can be used for any year in- 
cluding the year of purchase. If the 
interest dates fall on January Ist and 
July 1st, no adjustment will be neces- 
sary since the amortized value on 
January 1st can be taken as the 
amortized value on December 31st. 








Example— 
Amortized value on 11/1/31....... 90.9819 
Interest 60 days at 5.009%........ 7595 
91.7414 
Deduct 60/180 of a coupon....... .6667 
Amortized value 12/31/31......... 91.0747 


Another method of determining 
the amortized value on December 
3lst is to interpolate between the 
values on successive interest dates. 
Compute the amortized value for the 
last interest date in the year of valu- 
ation and the first interest date in the 
succeeding year. Determine the 
amount of increase or decrease in the 
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value for the interest coupon period. se 93.8389 accumulation” and all information 
Increase or decrease the amortized Coupon payable 5/1/33.........-.. 2.0000 required for statement purposes may 
value for the last interest date by Amortized value 5/1/33.......-.-- 91.8389 be secured from such schedules. The 


that proportion of the increase or 
decrease for the coupon period which 
the number of days from the last 
interest date to December 31st bears 








Etc. 


According to the second method, 
the effective rate and the value on 


schedules should give a complete de- 
scription of the bond and show 
columns for 


December 31st of the year of pur- 1. Year and interest date 
to the number of days in the full chase having been determined as 2. Amortized value on interest 
coupon period. above described, the values on De- date 
Kesmale-- cember 31st of subsequent years can 3. Interest at effective rate for 
aN i OE ore 90.9819 be derived by a continuous process. coupon period 
Acaceteed veins S/1f82...........9:28 Two factors must first be determined. 4. Amount of coupon 
The first is the square of a quantity 5. Amortized value on Decem- 
Increase 180 days (coupon period). .2786 which is unity increased by a half ber 31st 
Increase 60 days......... ee eet ey te 0929 year’s interest at the effective rate. 6. Increase in amortized value for 
Amortized value on 11/1/31....... 90.9819 TI d i cs ‘go yay 
re second is a one-quarter of a year 
Amortized value on 12/31/31..... 91.0748 year’s interest on the par value at the 7. Decrease in amortized value 
coupon rate multiplied by the sum of for year 


Amortized Values by Accumulation 
—Most companies will wish to build 
up bond schedules whereby the amor- 
tized values can be computed for a 
number of years at one time. lor 
this purpose methods of accumula- 
tion can be used. Two methods will 
be outlined below. The first will be 
based on an accumulation on interest 
dates and is applicable to bonds with 
interest payments at any frequency. 
The second is based on an accumula- 
tion of December 31st values and is 


the integer four increased by a year’s 
interest on unity at the effective rate. 
The amortized value on December 
3lst may then be multiplied by the 
first factor. From the resulting pro- 
duct the second factor is deducted. 
The result is the amortized value on 
December 31st of the next year. 

Example— 
First Factor— 

(1+ %.05009) (1+1%4.05009 ) =1.050717 

Second Factor— 

(%4.04 x 100) (4+ .05009) =4.0501 











A schedule which is shown below 
has been built up by the first method 
for the bond used in the various ex- 
amples. This schedule is in simple 
form and on the basis of $100 in 
order that tabular items may be read- 
ily recognized. Companies may wish 
to vary its form considerably and will 
probably wish to use schedules made 
up for the full par value of bonds 
owned. Schedules on the basis of the 
second method may be made up ina 


applicable only to bonds payable semi- Pip id po a teteeeee 91.0747 similar manner. 
5 aliv heitieinsitis santana. Sinees 1. X POSIT 22. ce cccsceceeee 95.6937 Evantle— 
annually. ‘Analogous 10ds, Nov SHOQUIEIL AULOE olato:5Jo.s-0.sierp esgrast.ee' ors 4.0501 its 2 
ever, may be developed for bonds ‘ (See table at bottom of page.) 
a ? ae: mortized value 12/31/32 ........ J pn . . , _ 
with quarterly interest. 91.6436 x LOSOTIT one 96001 Change in Amortized Value—The 
According to the first method, the Second Factor ...............004. 4.0501 convention blanks for 1933 and 
effective rate and the value on the Amortized value 12/31/33 ........ 92.2414 — oe Piaget reg els 
last interest date in the year’of pur- 92.2414 x 1.050717 .........0. 96.9196 'ormation as to the change in amor- 
chase having been determined as Second Factor .................4. 4.0501 tized values trom year to year. . = 
above described, the values on the in- , information will be readily available 
terest dates of subsequent years can Amortized value 12/31/34 Ses econo 92.8695 from bond schedules and will be en- 
be derived by a continuous process. Construction of Amortization tered in columns (16) and (17) of 


To the amortized value on any inter- 
est date add interest at the effective 
rate for a coupon period and deduct 
a coupon. This will give the amor- 
tized value on the next interest date. 
The effctive rate for the coupon 
period is found by dividing the ef- 
fective rate as calculated above by 
the number of interest periods per 


Schedules—It is the practice of life 
insurance companies to build up 
amortization schedules for the bonds 
valued on that basis. It is recom- 
mended that the same procedure be 
adopted by other companies since a 
continuous process can be used as de- 
scribed under “amortized values by 


Schedule D—Part I. Changes in the 
information required on pages 2 and 
3 of the statements and in the invest- 
ment gain exhibits will be necessary. 
The required items will be available 
from Schedule D and will be self- 
explanatory. Bonds sold before ma- 
turity should be amortized to the 


year. The work can be verified at Amortization Schedule 
— stage by calculating the amor- X. Y. Z. Railroad 1st Mortgage Gold Bonds 
tized value on an interest date as de- 
scribed above. Coupon Rate 4% Payable May 1 and Nov. 1 
Maturity 11/1/43 Options & 
Example— Par Value $500,000 Effective Rate 5.009% 
ipa Cost $455,000.00 Price per 100 91.0000 
Amortized value 11/1/31.......... 90.9819 Accrued Int. Paid $611.11 MORNE ciatord ax bcs cowis be iegeea esis 
Interest for 6 months (2.5045%).. 2.2786 Date of Purchase 11/12/31 
93.2605 Year Amortized Interest Amtzd. Val. Increase Pring * 
Coupon payable 5/1/32.........+.- 20000 Posy Value Eff. Rate Coupon Dec. 31st Amtzd. Val. Amtzd. Val. 
Amortized value 5/1/32......... 91.2605 a ge 2.2786 2.0000 91.0747 Aer) ee 
Interest for 6 months (2.5045%).. 2.2856 1932—11 91.5461 2 2856 2.0000 91.6437 HOI 2 0s aaa 
——. 933-5 91.8389 2.2928 2.0000 

¥ 93.5461 1933—11 92.1390 2.3001 2.0000 92.2415 eas 
Coupon payable 11/1/32... ......5.. 2.0000 4934—5 92.4466 2.3076 2.0000 

; —— 1934—11 92.7619 2.3153 2.0000 92.8696 | sr 
Amortized value 11/1/32.......... 91.5461 1942—11 99.0277 99.1877 
Interest for 6 months (2.5045%).. 2.2928 1943—5 99.5078 2.4801 et oe eg a a nae a SHES 

1943—11 100.0000 2.4922 Zeer 2 wes 8123 
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date of sale and the amount of amor- 
tization or accrual of discount to the 
date of sale properly recorded. 
Changes in amortized values during 
the year of sale of any bonds will 
appear in columns (9) and (19) in 
Schedule D—Part IV. Similar 
changes in the year of purchase will 
appear in Schedule D—Part I. 

Purchases on Various Dates 
From time to time companies will 
purchase additional blocks of bonds 
already held. It is not consistent that 
a company carry two blocks of the 
same bonds at different values. In or- 
der to eliminate this condition it is 
the practice of the companies to com- 
bine purchases. This can be done in 
several different ways. 

One method is to amortize the first 
purchase as described above. When 
a second purchase is made the amor- 
tized value of the original block on 
the date of purchase of the second 
block is combined with the purchase 
price of the second block and a new 
effective rate calculated as though 
the total bonds held had been pur- 
chased at that amount on that date. 
Another method is to amortize each 
purchase separately and combine the 
values on December 31st. A new ef- 
fective rate is computed from the 
aggregate of the December 3lst val- 
ues and the amortized values on the 
entire holdings are based on that rate 
thereafter. 

If the purchases are made in the 
same calendar year an approximate 
method which will give good results 
is often used. This consists of the 
determination of an effective date of 
purchase by means of weighted aver- 
ages. For instance, $50,000 of bonds 
purchased on July Ist and $25,000 of 
bonds purchased on October Ist 
would be considered as $75,000 pur- 
chased on August Ist. The effective 
rate would then be computed and 
all calculations carried through as 
though the actual date of purchase 
had been such new equated date. 
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separately. Some companies, how- 
ever, have adopted the practice of 
combining such bonds and amortiz- 
ing the entire groups as one issue. 
In such cases special methods are 
necessary. The methods outlined 
above will not be applicable. 
oS“ 

A Legal Slant on 

Policy Cancellation 

N interesting side-light on the 

question of cancellation is con- 
tained in the opinion in the case of 
the California Insurance Company 
v. Pieper, recently, November 28, 
1932, by Judge Edward Gavegan, in 
special term, part 3 of the Supreme 
Court, New York County, Cali- 
fornia. 

Judge Gavegan’s ‘decision was handed 
down from the bench after oral argument 
upon written affidavits and memoranda of 
law. There was no written opinion. The 
Judge granted the motion off the bench 
after hearing both counsel and stated that 
the agreement between the insurance com- 
panies and their agents required prompt 
action on the part of the agents in prop- 
erly effecting cancellations of insurance 
policies and that it was the duty of the 
agent when requested to cancel a policy by 
an insurance company, and either to de- 
liver or mail a written notice of cancella- 
tion. Otherwise the companies would have 
no way of getting rid of bad risks. 

The insurance company sued its agent 
for the amount of loss it was compelled 
to pay, plus counsel fees and other ex- 
penses entailed in the adjustment of the 
loss sustained by fire on a risk which the 
company had requested the agent to cancel 
eleven days before the fire. The company 
alleged that the agent was negligent, first, 
in delaying the sending of the daily report 
to the company upon the issuance of the 
policy, and secondly, in failing to effect a 
cancellation after the company’s request 
to the agent to cancel the risk. 

The policy was written by the agent on 
October 13, 1931, and the daily report was 
not received by the company until Octo- 
ber 22, 1931. The gompany immediately 
requested a cancellation of the policy. A 
fire occurred on November 2, 1931 and 
the policy had not been cancelled. The ex- 
cuse offered by the agent for failing to 
cancel the risk was that he visited the as- 
sured’s premises several times and could 
not fine him in. Counsel for the company 





Example— contended that the agent should have 
Date Amount Days from 
Purchased Purchased Jan. 1st Product 
12/1/31 $100,000 330 33,000,000 
9/3/31 50,000 242 12,100,000 
8/4/31 75,000 213 15,975,000 
12/9/31 200,000 338 67,600,000 
12/26/31 _ 75,000 355 26,625,000 
Total.............500,000 500,000 155,300,000 


311 days from Jan. 1 is Nov. 12 


Equated date of purchase is 11/12/31 


Resulting Quotient ..311 days 





Treatment of Serial Bonds—When 
a company purchases a number of 
similar bonds maturing in successive 
years, the most simple method is to 
amortize the bonds of each maturity 


served a written cancellation notice instead 
of trying personally to locate the assured 
and discuss the matter with him. 

In California, under Rules 113 and 114 
of the Rules of Civil Practice, the plaintiff 
can move for summary judgment in an 


action arising on a contract, express or 
implied, and the answer may be stricken 
out and judgment entered for the plaintiff 
unless the defendant by affidavit shows 
facts as may be deemed by the judge suffi- 
cient to entitle him to defend. Counsel 
for the company moved for summary 
judgment on the theory that there was no 
real defense to the action. After reading 
the affidavits of the plaintiff and the de- 
fendant and oral argument by counsel for 
both parties, Judge Gavegan granted the 
motion for summary judgment which in- 
cluded the amount of loss paid by the 
insurance company plus its counsel fees 
and other expenses. 


North Dakota ASSETS of $2,484,- 
FundIssues 875 were reported by 
Report the North Dakota 

Workmen’s Com- 
pensation Insurance Fund at the 
close of the last fiscal year, June 30, 
1932. Surplus totalled $180,229. In- 
come of the Fund during the year 
was $683,946 of which $538,284 rep- 
resented net premium collected. Total 
claims disbursements were $519,119 
while administrative expenses 
amounted to $62,978. Ten recom- 
mendations accompanied the report. 
They were as follows: 


1. Legislative permission for the 
expenditure of not less than 
$7500 for the organization of 
safety work. 


2. Full time employment of an at- 
torney who shall be housed at 
the office of the bureau. 


3. Coordination of coal mine li- 
censing and inspection under the 
bureau. 


4. Denial of all attempts to procure 
court appeal on questions of fact, 
unless under the following pro- 
cedure: Operation of the fund 
by a manager with right of re- 
view upon the records. First, by 
the bureau commission then by 
the Supreme Court. 


5. Provide for more effective 
means of making the law com- 
pulsory. 


6. Elimination of the provision 
which permits payment of pre- 
mium after a serious accident. 


7. Repeal amendment permitting 
insurance of employers. 


8. Make appeals to Supreme Court. 


9. Determine the court which is to 
have jurisdiction in cases of in- 
jury occurring outside of the 
state. 


10. Define the term “independent 
contractor” so there can be no 
room for doubt concerning such 
workmen as gravel haulers or 
others employed on piece yard- 
age or commission basis. 
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Somewhere In Any Town of Whatever Size There Are Insurance Prospects 


CONSTRUCTIVE SELLING 
Excerpts From An Address Before A Meeting 


of Salesmanagers 
By MARSHALL B. DALTON 


Vice Pres. 


I shall attempt to develop the thesis 
that constructive selling rests on a 
more fundamental basis than mere 
goods and prices, that it rests pri- 
marily on the human factor of man 
to man contact and mutual confidence, 
and that what we need today is not 
more salesmen but better salesmen, 
better trained salesmen, and above all 
better and more constructive sales 
leadership. 

These are and have been times to 
try men’s souls. Business stagnation, 
unemployment, lessened purchasing 
power—all these are the result of a 
general break-down of confidence. 

If confidence is the keystone 
of our business and social structure 
and its break-down one of the funda- 
mental causes of the condition we 
have been facing, it follows that if 
we as salesmen and salesmanagers 
can devise better ways of doing our 
share toward restoring confidence, we 
shall have taken the most essential 
step 
which mean jobs for all who are will- 
ing to work and profits for ailing 
industry. 





Liberty Mutual Insurance 


for bringing back conditions . 


Company 


O sale can be consummated with- 
out a meeting of minds of 
buyer and seller and there can be no 
meeting of minds unless there has 
been built up a feeling of mutual con- 
fidence both in the product sold and 
in the individual who is the medium 
of transferring that product from 
producer to consumer. 

Today’s market is a buyer’s market, 
price seems to be supreme, but we 
mistake the implications of the pub- 
lic’s attitude if we conclude that price 
is the only consideration. If you will 
read your newspapers—read the ad- 
vertisements of successful retailers 
who are so responsive to public de- 
mand and you will find that they are 
featuring price, but they are laying 
equal emphasis on the fact that the 
quality is the same or higher than it 
was at the old higher price. 

Take our own experience as an 
example. By our direct methods of 
selling we are able to operate at a 
substantially lower selling and over- 
head cost than certain other types of 
company and these savings are passed 
on to our customers, without impair- 
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ing in any way the essential elements 
of protection and service. 

In 1931 our advertising returns— 
coupons returned by prospects from 
advertisments—increased 125% over 
1930 and sales volume from leads 
produced by advertising increased 
200%. Total automobile insurance 
sales increased 16% in 1931, in the 
most highly competitive era ever 
known in the liability insurance busi- 
ness. Up to April Ist, 1932 the re- 
turns from advertising were 40% 
ahead of 1931. People are reading 
our advertisements as never before. 


ITOK 


OST interesting of all, how- 

ever, is the fact that our big- 
gest returns are from the wealthier 
people. How do we know? Because 
we know where our buyers live, the 
kind of cars they drive and the 
amount of insurance they carry—and 
we are getting the biggest return from 
the quality market. These cases are 
typical of the present buyer demand 
for lower prices but the same or 
higher quality. 

To meet this demand for quality 
at a lower price it has been necessary 
for us all to make searching inquiry 
into our methods and our products. 


This situation has forced us to ex- 
amine our production, our overhead, 
our selling costs—and for the most 
part we have been able to reduce cost 
without sacrificing quality. Under 
such conditions it is of paramount im- 
portance that our salesmen operate 
with a maximum of efficiency and ef- 
fectiveness. 


The great army of American sales- 
men is one of the most potent forces 
for creating confidence and restoring 
prosperity. Our salesmen are in con- 
stant daily contact with buyers. They 
know their needs and desires. On 
their effectiveness in creating desire 
and decision to buy depends the suc- 
cess of American business. And 
whether or not they are effective de- 
pends on our salesmanagers. It is 
their responsibility to plan for and 
direct the salesmen of their products 
that they may become the dynamic 
force necessary to restore success to 
ailing industry. 

SOD 


NDUSTRY needs the full force 

of creative salesmanship to re- 
establish confidence and counteract 
the state of demoralization which has 
been so characteristic of distribution 
for the last two years. Too few con- 
cerns realize that real selling is as 
effective as ever and that it is folly 
to abandon it in a frantic attempt to 
sell on a straight price basis. 
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How then should we select, train 
and supervise our sales force, that is, 
whom should we hire as salesmen, 
what should they know, and how 
should we follow through to get the 
most productive and profitable re- 
sults. 

There was a time when the typical 
salesmanager was picked primarily 
for his driving ability. By blustering 
high-pressure, hell-raising methods it 
was somehow supposed that he could 
drive a sales force into producing 
business. Happily this type of sales- 
manager is passing out of the pic- 
ture. The broken spirits, jagged 
nerves, and sullen dissatisfaction of 
intelligent salesmen soon showed that 
this method was neither sound nor 
constructive, and we have for the 
most part replaced such men by those 
of the engineering or analytical type 
of mind. Promoters are all right in 
their place but that is not as sales- 
managers of products the continued 
and profitable sale of which requires 
salesmen with loyalty and enthusiasm 
for the company and its product with 
minds free from the destructive force 
of petty slave-driving. 

The method which the modern 
analytical type of salesmanager uses 
is obvious as we consider how he 
goes about building up, training, and 
supervising his sales organization. 


oo 


APTAINS of big ships like the 

Leviathan and Mauretania must 
continually project their thinking 
three miles ahead for it takes that 
distance to stop one of those mon- 
sters. Salesmanagers are faced with 
the same problem relatively. They 
must plan ahead and build for future 
results. 


It used to be said that salesmen 
were born, that so-and-so was the 
sales type—a go-getter who could sell 
last year’s telephone books to people 
who didn’t have ’phones. But we 
have found that to be a fallacy. Sales- 
men are made by sound sales man- 
agement working on men of the right 
characteristics. You cannot dismiss 
the failure by saying that he wasn’t 
the sales type. Failure of salesmen 
can pretty generally be traced to fail- 
ure of sales management. 

What characteristics does the mod- 
ern salesmanager look for in picking 
men for this high calling on which 
the success of American business 
rests? He will select men of char- 
acter. Cynics to the contrary not- 
withstanding, our civilization prog- 
resses in proportion to the men of 
character who are its leaders. Men 
of character have courage, vision, and 
industry, 
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He will select men of positive per- 
sonality. Selling requires the ability 
to create desire and decision in the 
mind of the prospective buyer. It re- 
quires that salesmen constantly take 
the offensive. Men with negative 
characteristics cannot do this. The 
positive personality will have that 
driving force and ambition necessary 
to carry him successfully through to 
his objective. 

He will select men of education, 
not education in its narrow sense of 
a diploma from some particular in- 
stitution but in its broader sense of 
a sympathetic understanding of hu- 
man nature and its reactions. 

Finally he will select men of good 
health. The healthy person radiates 
energy. He is pleasant to meet and 
we like to do business with him. 

Having selected men of character, 
vision and ability this modern sales- 
manager will train them to develop 
their positive and constructive char- 
acteristics. He will train them to 
know the business in which they are 
engaged. 

SOD 


A SALESMAN called on me only 
the other day. He had a fine 
case of samples and a price list but 
he knew nothing about how his prod- 
uct was made or why it was better 
than others I could have bought at a 
store for less. He said he knew it 
was better but'as to how or why he 
was completely in the dark. A sample 
case, a price list, an order blank are 
good tools but they lack that essential 
personal factor which would have 
added the element of confidence on 
my part necessary to cause me to 
buy. 

Not only must salesmen know their 
product and its processes of manu- 
facture but the Rachevoond of the 
business and its directing personnel. 
They must know these, not so much 
for their direct help in selling as be- 
cause it will make them a living part 
of the organization, it will build in 
them a loyalty and enthusiasm for 
their jobs which will make them an 
irresistible force in taking what that 
organization has to offer to the public. 

This modern salesmanager_ will 
train his men to organize their work. 
Most salesmen do not like too close 
supervision and above all they do not 
like to make out reports that are es- 
sential if salesmanagers are to co- 
ordinate their work and plan for 
them. They fail to realize the fact 
well known to every salesmanager 
that generally the best producers are 
those who follow closest the plans 
laid out by the sales department. Fre- 
quently new men go ahead of older 
ones because in their newness they do 


not know as do the older ones that 
all this report and detail business is 
“the bunk” and in their blissful ignor- 
ance carry out directions in detail. 


Probably there is more waste in 
selling through lack of planning and 
organization of work than from any 
other single cause. The average man 
little appreciates the value of analysis 
and planning of work. Orders are 
generally in direct proportion to ex- 
posure to qualified buyers. Organiz- 
ing for this however is only partly 
the responsibility of the individual 
salesman. It is primarily the responsi- 
bility of sales management. 

Having selected and trained this 
group of salesmen, the salesmanager 
will give them constructive assistance 
by a sound plan of compensation. Men 
who are contented and happy are the 
men who do the best work and unless 
salesmen feel that they are being 
fairly treated, that the return from 
their work is commensurate with their 
effort, they will be mentally unfit for 
the jobs which must be done. 
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HE salesmanager will assist his 

men by advertising. The day of 
the proverbial mouse-trap maker is 
past. The public may eventually beat 
a path to the door of the manufac- 
turer whose product and price are 
right but he is quite apt to starve to 
death waiting for that path to be 
beaten. He must take his product to 
the public not only by aggressive 
salesmen but by advertising. 


SS 


Rate Reduction A REDUCTION 
Proposed by in premium rates 
North Dakota charged by the 
Fund State Fire and Tor- 

nado Fund should 
be authorized, according to the 1932 
report of S. E. Tunell, manager of 
the Fund. He proposed that the 
rates be fixed at 60% of the rates 
promulgated by the General Inspec- 
tion Bureau, instead of the 75% of 
the Bureau rates now charged. 

The loss ratio of the Fund last 
year was 39.8% on an earned pre- 
mium basis, said to be slightly more 
than average. The .number of fire 
losses, on the other hand, was less 
than in former years. 

Operating expenses of the fund in 
1932 amounted to 6.1% of earned 
premiums. The requirement of a full 
time inspector made the expense 
ratio higher than average, it was 
stated. 

At present 72% of the insurance 
coverage on public buildings in the 
state is carried by the fund. It is 
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A Picturesque Valley In Sunny Tennessee 


Tennessee Opinion A Strong Document On 
Mutual Right to Insure Public Property 


ge snar have the legal phases of 
the right of mutual insurance to 
cover public property been discussed 
with such clarity and completeness 
as in the opinion which was issued 
recently by the office of the Attorney 
General of Tennessee in answer to a 
query from the Commissioner of In- 
surance of that state. The opinion 
follows in full text. 

December 12th, 1932 
Honorable Joseph I. Reece 
Commissioner of Insurance and Banking 
Nashville 
Tennessee 
Dear Sir: 

Replying to recent inquiries from your 
office in which you request that this office 
give you an opinion covering two questions 
as follows, to-wit: 

May a county school board in Tennessee 
under the law insure the county school 
Properties in a Mutual Fire Insurance 
Company, and 


May a mutual fire insurance company 
issuing what is known as assessable pol- 
icies of insurance also issue non-assessable 
policies in Tennessee? 

I find that on September 15th and again 
on October 5th, 1932, this office furnished 
you with opinions in which the first ques- 
tion raised above was answered in the nega- 
tive. It seems that these opinions were 
based on an opinion rendered by former 
Attorney General Frank M. Thompson, on 
July 11th, 1921, on this subject, and on 
analyzing further General Thompson's 
opinion I find that it was based upon an 
opinion rendered by Honorable Lee F. 
Miller, an Attorney at Johnson City. 

Upon a thorough investigation as to why 
the question arose in the first instance I 
find that the query presented to Mr. Miller 
was with respect to a county mutual fire 
insurance company or association so that 
you will see that beginning with Mr. Miller 
and General Thompson’s opinion in 1921 
the question they had in mind and which 
both answered in the negative was with 
respect to county mutual insurance com- 
panies, which companies are decidedly dif- 


27 


ferent from those organized under the laws 
of Tennessee and of other states, which 
companies are domesticated to do business 
in Tennessee when they have complied 
with our insurance statutes. 

Inasmuch as the two opinions dated Sep- 
tember 15th and October 5th, 1932, were 
based upon an erroneous impression they 
should be disregarded in the present in- 
stance. 

In this connection I also find an opinion 
dated May 5th, 1931, prepared by Attorney 
General L. D. Smith addressed to the 
Mavor of Sparta, Tennessee, in which Gen- 
eral Smith held in the affirmative on this 
same question. 

Likewise, I find that in May, 1922, this 
same question arose in Tennessee upon 
action of the then Commissioner of In- 
surance, Mr. E. N. Rogers, in attempting 
to restrain the Sumner County Mutual 
Fire Insurance Association from writing 
insurance on school buildings and other 
public corporation property; that there- 
upon through their attorneys, Messrs. Seay, 
Stockwell and Edwards said county mutual 
insurance association sought and secured 
an injunction in Part I Davidson County 
Chancery Court, restraining the Commis- 
sioner of Insurance and the Attorney Gen- 
eral from interfering with the Sumner 
County Mutual Fire Association in the 
carrying on of its business. 

I have made a study of these two ques- 
tions not only in Tennessee but in prac- 
tically every other state in the union and 
we now refer to them briefly. 

In the first place it appears that Chap- 
ter 108, Section 8, of the Acts of 1919, 
same being Section 6326 of the 1932 Code, 
has a direct bearing on this proposition 
and it seems to me answers the question. 


a ge 


as your convenience I quote below the 
Section above referred to: 

“Any public or private corporation, 
board or association in this state or 
elsewhere may make application, enter 
into agreements for and hold policies 
in any such mutual insurance company. 
Any officer, stockholder, trustee, or 
legal representative of any such cor- 
poration, board, association or estate 
may be recognized as acting for or on 
its behalf for the purpose of. such 
membership, but shall not be person- 
ally liable upon such contract of insur- 
ance by reason of acting in such rep- 
resentative capacity. The right of any 
corporation organized under the laws 
of this state to participate as a mem- 
ber of any such mutual insurance com- 
pany is hereby declared to be incidental 
to the purpose for which such corpora- 
tion is organized and as much granted 
as the rights and powers expressly con- 
ferred.” (1919, ch. 108, sec. 8.) 


This statute has never been before our 
Supreme Court for constitutional inter- 
pretation and in the absence of judicial 
interpretation must be considered valid. 
However, the language of this statute is 
so plain, explicit and unambiguous that it 
hardlv requires further construction. It is 
significant to note that the legislature in 
using the above lanoeuage apparently had 
in mind empowering public or private cor- 
porations, boards or associations, to enter 
into and contract with mutual fire insur- 
ance companies in the protection of the 
public properties. and according to the last 
two sentences of this statute above quoted 
these “rights and powers” were “expressly 
conferred.” 

This statute is controlling and not in 
conflict with anv other statute regulating 
this kind of business in Tennessee. It has 
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been contended that a county, mumicipality 
or other arm of government such as a 
school board cannot insure the corporation’s 
properties in a mutual insurance company 
on the theory that policy holders of a 
mutual insurance company are considered 
stock holders, thus placing the citizens com- 
posing such governmental subdivision in 
the insurance business. I find no rule of 
law in Tennessee or in any other state sup- 
porting such theory. The basis for such 
belief apparently hinges upon the impres- 
sion that by becoming insured in a mutual 
insurance company and being to that extent 
a stockholder thereof along with the other 
assureds of the company that the county 
or municipality is lending its credit to the 
company. 

Nothing is mentioned in the statute above 
quoted with regard to this, but Section 29, 
Paragraph 2, of our Constitution expressly 
prohibits the legislature’s authorizing the 
State or any subdivision thereof from lend- 
ing its credit or granting public money or 
other thing of value in aid of or to any 
individual, association or corporation or to 
become a stockholder in such corporation, 
association or company. 

With respect to this I think undoubtedly 
the framers of our Constitution had in 
mind restricting the state, counties or other 
subdivision thereof from engaging in any 
business or commercial undertaking, first 
to insure against the investment—possibly 
speculation—of the taxpayers’ funds, in 
any private enterprise, and, too, to prevent 
the sovereignty from engaging in any 
undertaking in competition to private busi- 
ness. 

It is quite obvious that the lending of 
public credit is not forbidden as a thing 
in itself. It stands upon the same footing 
as any present appropriation of public 
funds or other thing of value, and is only 
forbidden if, and then because, a public 
body attempts to make a gift, or dispose 
of something belonging to the county or 
municipality, without any proper consider- 
ation therefor. 


THINK our Supreme Court clearly 

recognized this principle in the case of 
Thompson v. Memphis, reported in 20 
Thompson, 658. In this case the municipal- 
ity of Memphis subscribed group insurance 
for the employees of the Water Works De- 
partment, paying the premiums from funds 
of the water works department, and the 
court held that this “is not ultra vires as 
an illegal appropriation of public funds 
for a private purpose” in violation of the 
Constitution. 

Even if by becoming a policvholder in a 
mutual insurance company the insured thus 
becomes a stockholder to that extent, I 
fail to see how this would place the public 
in the insurance business, since the county, 
or other public corporation, receives no 
stocks, bonds, or other evidences of invest- 
ment, and altogether there does not appear 
to be any characteristic about the mutual 
insurance policy contract different from the 
non-mutual contract. 

The uniform holding in all of the states 
where the question has been in any manner 
raised, that the assumption by a public 
corporation of a definitely limited liability 
to assessment as all or part of the con- 
sideration for a policy of insurance upon 
public properties does not constitute a pro- 
hibited lending of public credit, rests upon 
a solid footing. 

If the undertakings of a state or muni- 
cipality as a member of a mutual insurance 
company are to be challenged, it can only 
be upon the ground that it is giving some- 
thing for nothing. If the mutual insurance 
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company renders anything in return which 
could be regarded by a reasonable man 
as having any proportion to the under- 
takings of the state or municipality, there 
is no occasion for invoking the argument 
that affiliation with a mutual insurance 
company is ultra vires or against public 
policy. It may or may not be the best 
bargain the state or municipality could 
make, but that is a matter necessarily com- 
mitted to the judgment of the governing 
body of the county, or municipality, and 
their discretion in such matters is not 
reviewable even by the courts unless clearly 
and grossly abused. 

Whether the consideration moving from 
the county or municipality under its insur- 
ance contract is reasonable or is grossly 
excessive, is not a constitutional question 
but a question of fact in each case. And 
when a municipal or county government 
obtains insurance on the same terms as 
everv other policvholder in the company, 
and the company is of a class in which is 
represented every element of the business 
and of the population of every state—and 
has been for a considerable number of 
years,—it may well be assumed that the 
public body and other policyholders alike 
are making a bargain which is not wholly 
unreasonable. 

I find that the statutes enacted in prac- 
tically everyone of the states expressly 
authorize public corporations to become 
members of mutual insurance companies, 
which, it seems to me, is legislative recog- 
nition of the real nature Of the mutual 
insurance company and its method of 
operation and of the principles which have 
been uniformly declared in defining a “loan 
of public credit” to private corporations 
and individuals. 


The mutual insurance company, the in- 
surer under all mutual policies, is an entity 
quite as distinct from its policyholder 
members as is the stock insurance company 
from its stockholder members. In insur- 
ance policies written by mutual and stock 
companies alike, the insurer corporation 
promises to indemnify the assured for a 
particular loss, in return for a stated con- 
sideration. It is only in the form of the 
consideration that there is any difference 
between policies issued by the two classes 
of companies. The consideration, or 
premium, in practice, consists either of an 
outright payment of money or a promise 
to pay monev in the future. With stock 
companies it is usually the former; with 
the mutual companies, either the latter or 
a combination of the two. 


If an insurance company is to do busi- 
ness at a profit, the profit must come ob- 
viously from the premium: consequently 
the rates to be charged must he set at such 
sum as to cover the risk involved plus 
whatever the companies decide to add to 
take care of the profits: whether the charge 
will prove adequate must depend upon hap- 
penings largely beyond the control of the 
company, namely, the number of losses 
suffered. 


As in the case of the mutual insurance 
companies, the insurer not attempting to 
do business at a profit, obviously it cannot 
adopt this method of fixing the premium. 
Tt cannot in the nature of things tell what 
figure can be set at the time the policy is 
written. Therefore, when it writes the 
policv, it savs: “I promise to insure, in 
return for your promise to pay me a pre- 
mium, the exact amount of which shall be 
determined later in accordance with a 
recognized practice, and which in no event 
shall exceed X dollars.’ The substance of 
the transaction is exactly the same whether 
the premium be paid down, or whether the 


payment be deferred until such time as the 
insurer can compute the amount accurately. 


So 


HE county, municipality, school dis- 

trict, or other policyholder does not 
enter into a contract by which the use of 
its credit is allowed to the insuring com- 
pany as consideration for the insurance 
written. What it does is to make a direct 
outright purchase of its insurance, agreeing 
to pay therefor either one of two specified 
prices, or some price between the two, and 
as to any part of such price in excess of 
the minimum named it is permitted to 
make payment at the end instead of at the 
beginnine of the insurance term. While 
the insurance contract does not fix the 
exact price in dollars, it does provide the 
method by which that price shall be fixed 
and the price is not left to the arbitrary 
determination of the insurer. The only 
difference between this transaction and any 
Cost Plus contract for public work or 
supplies is that in the case of the mutual 
insurance contract the agreed considera- 
tion is not Cost Plus but simply Cost, and 
even the Cost which can be charged against 
the member is definitely limited. 

The special credit attaching to their 
undertaking is not an element in the in- 
surance by a Mutual insurance company of 
the property of counties or municipalities ; 
they stand on the same footing as all the 
other members of the insurance organiza- 
tion—their undertaking is the same. The 
contingent liability of the other members 
is actually a more substantial asset and 
would support a larger line of credit than 
the contingent liability assumed as a mem- 
ber by a public corporation, because as to 
the former the security is greater, the in- 
surer having an effective lien upon the 
property insured which ordinarily it does 
not obtain when it insures public property. 
The insurer receives nothing negotiable, no 
bonds, no endorsement or underwriting of 
its own bonds, no evidence of indebtedness 
on which it could obtain funds or credit. 
The assessment liability of the member is 
lost among the whole number of such 
undertakings of members, and the state- 
ments of the company show only the total 
of them all. The identity of those contin- 
gently liable to assessment means nothing 
and adds nothing to the resources of 
credits available to the company. 

The credit of any mutual insurance com- 
pany is based entirely upon its own finan- 
cial statement, buisness record and charac- 
ter of administration, and not upon the 
credit of any policyholder member. 

The county school boards of this state 
having the ordinary power and duty to 
keep their properties insured, it is for the 
governing board of each school district to 
determine the manner in which that insur- 
ance shall be effected, subject only to ex- 
press limitations found in the Constitution 
or statutes of the state. As already ob- 
served, neither the Constitution nor the 
statutes of Tennessee contain any express 
prohibition of membership by the school 
district in a mutual insurance company. 


There are two plans of insurance familiar 
to all, and recognized and functioning suc- 
cessfully for generations in the United 
States, and in Tennessee. The duty to in- 
sure implies no duty to select one kind as 
against the other, so long as the purpose 
is accomplished and the consideration is 
not unconscionable. 


The long history of mutual insurance 
and its statutory approval in Tennessee 
suffice as to the accomplishment of the 
purpose. The fact that a public corpora- 
tion takes its policy on the same terms as 
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other subscribers, 
shows that the terms are not unconscion- 
able. 

That the assumption of a limited assess- 
ment liability as all or part of the consider- 
ation for the insurance of properties of a 


in number, 


public corporation does not constitute a 
prohibited lending of credit of such public 
corporation, is established bv the decis:ons 
of every court which has considered and 
decided the question. 

That a public corporation will derive 
a benefit from the economies and efficiency 
of a mutual insurance company does not 
mean that the public corporation is en- 
gaged in the insurance business. Many 
corporations have adopted plans of profit 
sharing with their customers. The saying 
that a mutual policyholder is both insurer 
and insured is but a figure of speech. The 
insurer is the corporation. The corporate 
identity as created by the laws of the state 
must be given full recognition. Each 
policyholder, or member, assumes obliga- 
tions to the corporation, but none to other 
policvholders. 

The taxpayer of a county school dis- 
trict, or other public corporation, should 
not be denied the economies of non-profit 
mutual insurance and required to add to 
their burdens of taxes to pay greater net 
premiums than are absolutely necessary. 


WO 


FIND many decisions and authorities 

in support of the foregoing expression. 
In Alabama, in Garland, V. Montgomery 
Board of Revenue, 87 Ala., 223, 6 Sou., 
402, the Supreme Court said: 


“The constitutions of several states, 
including Alabama, Colorado, Geor- 
gia, Idaho, Illinios, lowa, Kentucky, 
Montana, ‘New Mexico, New York, 
Ohio, Oregon, Pennsylvania, Texas, 
Washington and Wisconsin, prohibited 
or do prohibit counties from giving 
any money or property, or loaning its 
credit to or in aid of any corporation, 
association or individual, or from be- 
coming a stockholder, either directly 
or indirectly, in any joint stock com- 
company, corporation or association. 

“Such prohibitions apply only to aid 
to individuals, associations, companies 
and corporations engaged in purely 
private enterprises, or enterprises only 
quasi-public; they do not apply to aid 
to enterprises carried on by corpora- 
tions whose functions are wholly pub- 
lic. Neither do they prevent a county 
itself from engaging in an undertak- 
ing, or joining in an undertaking, and 
retaining an interest therein propor- 
tionate to the amount of money it con- 
tributes thereto.” 


In Bazell v. Bourbon County, Kentucky, 
193 Ky., 171, 235 S. W. 360, I find lan- 
guage of the Supreme Court of Kentucky 
to the same effect. Also in Pennsylvania, 
in Downing et al v. The School District 
of the City of Erie, Arkwright Mutual 
Fire Insurance Company, 297 Pa., 474, 
147, Atl. 239. In New Jersey and Oregon, 
no such statutes have been enacted, but the 
Supreme Court of New — , in French 
V. The City of Millville; 66 N. J. L., 392, 
and 67 N. J. L., 349, 42 Atl., 465, in pass- 
ing upon the question, said: 

“The city charter... empowers the 
city to erect and maintain a city hall, 
school houses and such other public 
buildings as may be necessary in the 
city. As incidental to the power thus 
granted, the city acquired the right of 
contracting for indemnity against loss 
by the burning of such buildings, and 
it almost inevitably follows that this 
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right could be exercised by insurance 

on the mutual plan... . The scheme 

of mutual insurance in such associa- 
tions does not vest upon the members 
any liability which municipal corpora- 
tions may not, with reasonable safety, 
assume, for the limit of obligations 
is always fixed at the time the insur- 
ance is obtained, and is rarely en- 
forced beyond what would be charged 
for insurance on the non-mutual plan. 

“By giving its premium notes the 

city did not loan its credit to the com- 
pany. Its promises were made for a 
consideration of value beneficial to 
itself, and, like other assets of the 
company, they were purchased, not 
borrowed; nor did the so-called mem- 
bership of the insured render the city 
in any sense the owner of the stocks 
or bonds which belonged to the com- 
pany, within the fair import of the 
constitutional prohibition. 

Likewise, I find all the text writers in 
accord with the decisions that have been 
announced by the courts throughout the 
land, some of which are reproduced be- 
low: 


“By becoming a member of a mutual 
insurance company a municipality does 
not become the owner of any stocks 
or bonds of the company in violation 
of a constitutional provision prohibit- 
ing any municipality from owning any 
stocks or bonds of any association or 
corporation: and by giving premium 
notes for the payment of assessments 
to meet losses incurred by such an in- 
surance company, the municipality does 
not loan its credit to the company in 
violation of a constitutional provision 
against doing so.” 1 Cooley, Constitu- 
tional Limitations, 469, note. 

“As an incident to the power to erect 
and maintain a city hall, school houses 
and other public buildings, the mu- 
nicipality has the right to contract for 
indemnity for loss by fire by insuring 
these buildings; and, having the power 
to insure it, it may insure them in a 
corporation organized on the mutual 
plan under the laws of the state in 
which the city is located. Giving premi- 
um notes for losses incurred by such 
company on other insurance is neither 
a loan or the credit of the city, nor 
the owning of stock or bonds of the 
company in violation of constitutional 
provisions.” Dillon on Municipal 
Corporations (5th Ed.) Sec. 976. 

“As a municipal corporation is em- 
powered to erect and maintain such 
public buildings, it also has the power 
incidental thereto, to contract for in- 
demnitv against loss by the burning 
of such building. This right may be 
exercised by insuring in a mutual as 
well as in a stock company.” 1 Coo- 
ley’s Brief on Insurance (2nd Ed.), 
104 

“Tf the charter of a city empowers 
it to exact (erect) and maintain differ- 
ent public buildings, the city acquires 
as incidental to the power thus granted, 
the right to contract for indemnity 
against loss of such building by fire, 
and such right can be exercised by in- 
suring on the mutual plan.” 1 Joyce 
on Insurance (2nd Ed.), 708. 


SS 


N the states of Virginia and Washing- 
ton, the question not having been be- 
fore the highest courts of those states, I 
find opinions of Attornevs General of said 
states holding that counties and municipali- 
ties, under statues of those states, where 
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authorized to insure the public properties 
in mutual companies. In Michigan the 
Attorney General has ruled on several oc- 
casions that public corporations could in- 
sure in mutual companies if the assess- 
ment liability was limited, but that they 
could not assume an unlimited liability. 
In 1923, the legislature of the state of 
Michigan, enacted a statute authorizing 
such public corporations to insure in 
mutual companies even though the lia- 
bility was unlimited, and this power has 
never been challenged. In Oklahoma and 
Colorado, the Attorneys General have 
ruled emphatically that county boards, mu- 
nicipalities, and other public corporations 
were permitted to insure their properties 
in a mutual insurance company. 

The Texas and Mississippi statutes are 
identically the same language as our Ten- 
nessee statute (Sec. 8, Chapt. 108, Acts 
of 1919) and the Attorneys General of 
those states have on different occasions 
held, in no unmistakable terms, that coun- 
ties and other public corporations were 
authorized to insure in mutual companies. 

Accordingly, this office holds and your 
department is so advised that Section 8, 
Chapter 108, Acts of 1919, expressly and 
specifically empowers county school boards, 
school districts and municipalities to in- 
sure their properties in mutual fire insur- 
ance companies; 

That Section 16 of said Chapter 108, 
gives foreign mutual insurance companies 
the same power in the conduct of their 
business in Tennessee as is given domestic 
mutual insurance companies; 

And that by Section 4 of the Chapter 
160, Acts of 1919, liability for additional 
premiums may be limited. 

The manner in which the insurance is 
effected, the plan of insurance, the selec- 
tion of the company and the terms of in- 
surance contract, are left to the judgment 
of the administrative authorities of each 
public corporation, and this judgment is 
reviewable only when patently abused. 

In response to the second question raised, 
namely: 

“May a mutual fire insurance com- 
pany, issuing what are known as as- 
sessable policies of insurance, also 
issue non-assessable policies of insur- 
ance, in Tennessee ?” 

our legislature has likewise spoken clearly 
and unambiguously on this question. Sec- 
tion 10, Chapter 108, Acts of 1919, Section 
6328 of the Code, provides: 

“Be it further enacted, That the 
maximum premium payable by any 
member shall be expressed in the 
policy or in the application for the in- 
surance. Such maximum premium 
may be a cash premium, and such con- 
tingent premium not less than the cash 
premium, or may be solely a cash 
premium. No policy shall be issued 
for a cash premium without an addi- 
tional contingent premium unless the 
company has a surplus which is not 
less in amount than the capital stock 
required of domestic stock insurance 
companies transacting the same kind 
of business.” 


HIS section of Chapter 108 has like- 

wise never been before our Supreme 
Court, so that we are without judicial in- 
terpretation thereon. But the language is 
so specific and plain, that little detail ex- 
planation is necessary. 

An insurance policy, of course, is sim- 
ply a contract. This question, therefore, 
is purely one of contract law, and is: sub- 
ject to the most fundamental of all rules 
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used in the construction of a contract, 
namely that the parties are bound by the 
provisions contained in the four corners 
of the instrument. 


“An insurance policy is subject to 
rules of construction like any other 
contract.” Seay v. Georgia Life In- 
surance Co., 132 Tenn., 673. 

Similar rules of construction have been 
laid down by Supreme Courts of other 
states. 

“Mutual insurance companies may 
be authorized by statute to insure on 
the cash plan. The liability of one so 
insured is limited to the amount of 
the cash premium, and he cannot be 
further assessed for losses occurring 
during the term for which he has 
oud.” 6.C. J., E21. 

“The principal distinction between 
mutual insurance strictly so-called and 
that effected by means of premium 
notes is that, in the former, co-opera- 
tion by means of assessments is volun- 
tary, while, in the latter, cash co-opera- 
tion may be coerced by means of an 
action on the premium notes, as on 
any other contract.” 32 C. J., 1222. 
The United States Supreme Court, in 

Union Insurance Company v. Hoge, 21 
Howard, U. S. 35, has held that mutual 
insurance companies had the power to 
issue policies for cash, even in the ab- 
sence of a statute authorizing cash poli- 
cies. The majority of the states have en- 
acted statutes similar to ours above quoted, 
and I find that the Supreme Courts of 
those states have uniformly held that: 

“The liability to pay an assessment 
is a matter of contract.” 

It is my opinion, therefore, and your 
department is accordingly advised that by 
authority of the expressed statute we have 
in Tennessee mutual insurance companies, 
and they may issue non-assessable policies 
of insurance where the policy expressly 
and unambiguously states that the max- 
imum premium to be paid by the policy- 
holder shall be a cash premium set out in 
the policy, and only those mutual insurance 
companies having a surplus of at least 
$100,000.00 or a surplus not less in amount 
than the capital required of domestic 
stock insurance companies transacting the 
same kind of business in Tennessee, shall 
be allowed to issue or write the cash 
premium or non-assessable policy. 

Very truly yours, 
Roy H. Beeter, Attorney General. 
By W. H. Eagle, 
Asst. Atty. General. (Signed) 


Qo 


Hail Insurance 
(Continued from Page 10) 


ance apply as an excess-loss cover- 
age on the part of the crop remain- 
ing after the percentage of loss to 
be assumed by the insured without 
indemnity has occurred. Any such 
scale with the deductible percentage 
disappearing when the damage 
reaches or approaches a total loss re- 
moves quite effectively the objection 
to the single or fixed deductible as 
hitherto found in certain hail insur- 
ance contracts. The insured no longer 
is in position to object that he is 
paying premium to the company on 
the part of the risk that he carries 
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himself as well as on the part as- 
sumed by the company. In case of 
a total loss he gets the amount of in- 
surance purchased. In all cases of 
partial loss greater than the percent- 
age of loss that he has agreed to as- 
sume without indemnity, he gets at 
least roughly such part of his insur- 
ance as the excess loss is of the re- 
maining crop after the uninsured part 
is eliminated. 

Only rarely, in more normal times 
at least, does the farmer insure his 
crop at its full value. In case of total 
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loss, therefore, he needs indemnity 
equal to the full amount of his insur- 
ance, and even so he is likely to have 
a greater personal loss than the man 
who suffers 10 or even 20 or 25 per 
cent hail damage without indemnity. 


Under the sliding-scale plan as here 
suggested, with the maximum de- 
duction at 10 per cent, the insured 
will obviously collect as much indem- 
nity in case of a total loss for $9 of 
insurance per acre as he would if he 
carried $10 under a fixed and un- 
varying deductible of 10 per cent. 
This tends, of course, to raise the cost 
of insurance and to negative some- 
what one advantage claimed for the 
deductible plan as against the policy 


with only the rather common 5 per 
cent minimum loss clause. But it 
should be remembered that under the 
plan here outlined the added premium 
required, as against that for a fixed 
deductible contract, goes to pay the 
few who have serious losses a more 
adequate indemnity, and not to pay 
the many who have more trifling 
losses. It is the assumption and pay- 
ment by an insurance company of 
trifling losses which the insured can 
himself carry without serious incon- 
venience that adds needlessly and 
disproportionately to the cost of in- 
surance and represents in consider- 
able measure a waste of insurance 
funds. It is the less common and 
really disastrous losses against which 
the individual needs substantial pro- 
tection. 
Ooo 

HETHER the principles here- 

in outlined were applied by cal- 
culating the exact percentage of the 
insurance to be paid, or by the 
simpler method of an established 
sliding-scale deductible which approx- 
imated the same result, the main ad- 
vantages properly claimed for the 
fixed deductible plan would still be 
retained. Adjustments and indem- 
nities covering the numerous cases 
of minor hail damage would be elim- 
inated, insurance costs would be re- 
duced, the funds collected would be 
conserved for indemnities in cases of 
more serious loss, and finally prem- 
iums would be calculated on the 
amount of insurance actually pro- 
vided by the contract. 
Auto Case THE State Supreme 
Reported in Judicial Court of 
Massachusetts Massachusetts has 

held that recovery 

may be had under an automobile lia- 
bility insurance policy issued to an 
employer under the Massachusetts 
Compulsory Insurance Law for the 
death of an employee while riding in 
a car belonging to an employer and 
operated negligently by another em- 
ployee if the employer did not carry 
workmen’s compensation insurance. 
The Automobile Liability Insurance 
Statute excludes: “Employees of the 
insured or of such other person re- 
sponsible as aforesaid who are en- 
titled to payments or benefits under 
the provision” of the workmen’s 
compensation act, as claimants under 
liability policies. 

The defendant contended that the 
plaintiff's intestate was in the ex- 
cluded class and that he was entitled 
to benefits under the workmen’s com- 
pensation law, such as the right to 
sue the employer at common law, 
with certain defenses of the employer 
removed. 
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JoURNAL OF AMERICAN INSURANCE 


Ask Investigation of Loans Made by R. F. C. 
to Union Indemnity Co. 


Remarks of Hon. Hamilton Fish, Jr., Congressman 
from the 26th District of the State of ‘New York, on 
Reconstruction Finance Corporation loans to certain 
insurance companies, as extended in the Congressional 
Record. Because of the wide interest in this incident 
caused by comments and quotations in the public 
press we are reprinting below the full text of Mr. 
Fish’s statement. 


HE following facts were fur- 

nished to me by the Recon- 
struction Finance Corporation, rela- 
tive to the failure of the Union 
Indemnity Co., a large insurance 
company with headquarters at New 
Orleans, La. I have no financial 
interest in this company, or any 
political or personal axe to grind. 
My only purpose in presenting the 
facts before the Committee on 
Banking and Currency of the House 
of Representatives this morning 
was because I am firmly convinced 
that the Congress has a definite 
duty to protect the interests of the 
public and to see that the taxpay- 
ers’ money is not loaned by the Re- 
construction Finance Corporation 
upon misrepresentation or fraud- 
ulent statements to companies or 
corporations which proceed to fail 
within a few days or weeks of re- 
ceipt of such loans. 

I believe my resolution should 
be amended to exclude banks, as it 
is obviously proper and necessary 
for the Reconstruction Finance 
Corporation to loan money on good 
collateral to banks, in case of runs. 

I am convinced, from a partial 
investigation, that the loans made 
to the Union Indemnity Co. and its 
affiliates should be immediately in- 
vestigated, not only by the Recon- 
struction Finance Corporation but 
also by the Department of Justice. 
The loans of the Reconstruction 
Finance Corporation must be, like 
Cesar’s wife, above suspicion, and 
no opportunity afforded the “in- 
siders” of corporations about to fail 
to recoup their personal losses at 
the expense of the Federal Govern- 
ment. 

An attempt was made at the 
hearing this morning, by one mem- 
ber of the Committee on Banking 
and Currency to give the impres- 
sion that there was a political mo- 
tive behind my resolution, aimed 
at Senator Huey Long. I wish to 
disclaim any such thought and am 
not interested in any political angle 
that may develop. 

The facts I herewith submit dis- 
close a rotten mess that should and 
must have the searchlight of full 
publicity cast into every official 
transaction, without fear or favor, 
no matter who may be scorched. 


As for myself, I believe the facts 
so far ascertained require an im- 
mediate and searching investiga- 
tion to ascertain all the facts upon 
which to institute criminal pro- 
ceedings. When depression, under- 
nourishment, and unemployment 
stalks the land, the American peo- 
ple refuse to tolerate the ‘dissipa- 
tion of public funds by big corpo- 
rations for fraudulent purposes. 

The Reconstruction Finance Cor- 
poration made loans to the Union 
Indemnity Co. and the Union Title 
Guarantee Co., its affiliate, amount- 
ing to approximately $4,000,000. 
The last loan, amounting to $970,- 
000, was made on December 28, 
1932, and the Union Indemnity Co. 
failed on January 6, 1933, and the 
Union Guarantee Title Co. on Jan- 
uary 7, 1933. 

The records disclose the fact that 
Mr. Rudolph S. Hecht was chair- 
man of the advisory committee for 
the Reconstruction Finance Corpo- 
ration at New Orleans to pass on 
the loans and collateral for the 
loans. It appears that the same Mr. 
Hecht is a director of the Union 
Indemnity Co., which failed shortly 
after receiving a loan from the Re- 
construction Finance Corporation. 
It now develops that one or more 
of the loans made to the Union 
Indemnity Co. or its holding com- 
pany was turned over to the Hiber- 
nia Bank & Trust Co., of New 
Orleans, of which Mr. Rudolph S. 
Hecht is president. 

Soa 


N addition, it is alleged that the 

security given for loans included 
bonds of the Union Indemnity Co., 
now defunct. 

I do not wish to do any injustice 
to Mr. Hecht, whom I do not know, 
but I demand that, pending. full 
investigation of what appears on 
the face of it to be fraudulent prac- 
tice, that he should be compelled 
to resign as chairman of the ad- 
visory committee of the Recon- 
struction Finance Corporation. It 
is utterly inconceivable that he 
should care to, or be permitted to, 
continue to act in an ‘advisory 
capacity as chairman of the com- 
mittee passing on loans to be made 
by the Reconstruction Finance Cor- 
poration in view of his official con- 
nection with the Union Indemnity 
Co. and the Hibernia Bank & Trust 
Co., which eventually was the bene- 
ficiary of loans made by the Re- 
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construction Finance Corporation 
to protect the policyholders of the 
Union Indemnity Co. 


As director of the Union Indem- 
nity Co., Mr. Hecht was in a posi- 
tion to know that it was insolvent 
and on the verge of bankruptcy at 
the time the loans were made by 
the Reconstruction Finance Corpo- 
ration, yet he approved the loans. 
The mere fact that the Reconstruc- 
tion Finance Corporation loans 
were not used for the purpose 
intended by the Reconstruction 
Finance Corporation is obtaining 
Federal funds under misrepresenta- 
tion of fact, which amounts to 
fraud. It is quite evident that these 
loans were made by concealing 
facts and deceiving the members of 
the board of directors of the Re- 
construction Finance Corporation. 


I have the greatest faith in the 
integrity and high character of all 
the members of the Reconstruction 
Finance Corporation board. I voted 
for the Reconstruction Finance 
Corporation act, as I believed it 
was necessary to bolster the credit 
of the railroads, banks, and insur- 
ance companies and restore busi- 
ness confidence and stability, and 
would do so again under identical 
circumstances. 

The Illinois Life Insurance Co. 
is another case where, after loans 
were made by the Reconstruction 
Finance Corporation, amounting to 
$1,125,000, for the benefit of the 
policyholders, a sum of $1,000,000 
was diverted by a director, Ernest 
J. Stevens, of the Illinois Insurance 
Co., and used, it is alleged, for the 
benefit of the Stevens Hotel, of 
which he is president. 


oO 
N. L. Jackson MR. N. L. JACK- 
Is Dead SON, formerly 


Vice President and 
Treasurer of the J]linois Mutual Fire 
Insurance Company of Belvidere, 
Illinois, died on January 17, 1933. 
He had been connected with the com- 
pany for over twenty-six years. He 
was very active in business and poli- 
tics and served for eight years as a 
member of the Illinois State Legis- 
lature. 


Trinity Universal THE Trinity 
Reduces Capital Universal In- 

surance Com- 
pany of Dallas, Texas, has reduced 
its capital stock from $1,750,000 to 
$1,000,000. The financial statement 
of the company, giving effect to the 
changes, will show assets of about 
$4,250,000 ; capital $1,000,000; sur- 
plus approximately $750,000; and re- 
serves of approximately $2,000,000. 
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More About Investment 
Racketeering 


AST month by an unfortunate 

inadvertance a portion of the 
conclusion of the article on Invest- 
ment Racketeering, by Hon. Herbert 
L. Davis, Superintendent of Insur- 
ance of the District of Columbia, 
was omitted. 

It will be remembered that Super- 
intendent Davis described in a strik- 
ing way the evils which had arisen 
from the sale of securities promoted 
on a blue sky basis and commented 
on the development of measures to 
prevent such frauds in the future. 

In order properly to conclude this 
article we are republishing several 
paragraphs which preceded the latter 
part of the discussion together with 
the omitted portion mentioned above. 


oon 


There is only one way to be safe 
in purchasing mortgage bonds or 
notes, and that is to inform yourself 
from unbiased sources as to the char- 
acter of securities offered. When and 
if the District of Columbia has an 
adequate law covering the issuance 
and sale of securities, consult the of- 
ficials charged with the administra- 
tion and enforcement of such laws. 
Get the advice, preferably, of the 
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trust officer of your bank or trust 
company on the character of the se- 
curity. By all means, consult your 
attorney, if he is skilled in the matter 
of the investment of trust funds. Con- 
sult the local Better Business Bureau 
about the person or corporation you 
are dealing with. 


SOAS 


ROPERTIES are often mort- 

gaged by the racketeer far in ex- 
cess of their value. Cases have come 
to the attention of the speaker, in 
which the total outstanding mort- 
gages amount to two or three times 
the value of the property. Apprais- 
als furnished you by the salesman 
may be collusive and fraudulent. 
Have competent counsel find out 
everything that throws a light on the 
real value of the property, such as 
the appraised value of the property, 
the net income of the corporation 
operating the property as reported to 
the internal revenue collector in the 
preceding year. The fire insurance 
carried on the building and its con- 
tents, the price paid for the site, the 
contract price of the building, the 
actual cost of its furnishings, if it 
be an apartment house, with hotel ac- 
commodations. Any and all of these 
things will help you to estimate the 
real value of the property mortgaged. 
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The mortgage should be based on 
the actual value of the physical prop- 
erty. If you buy a mortgage on the 
basis of estimated earnings of a prop- 
erty, you are really speculating. You 
are, in fact, buying something equiva- 
lent to stock in the Company. In 
other and more exact words, make it 
your business to know exactly what 
you are about to purchase before you 
consummate the transaction. 

Adverting to the main topic to 
guard against collusion and fraud, 
have competent counsel find out 
whether the trustee of the mortgage 
has any corporate relationship to the 
mortgage dealer. This simple precau- 
tion would have saved the holders 
of mortgage notes vast sums of 
money. 

Finally, be on your guard against 
high-pressure salesmen. Solicitation 
by telephone, radio, and offers of 
mortgage bonds by mail should be 
subjected to rigid scrutiny. In gen- 
eral, good securities should not re- 
quire such aggressive marketing, and, 
in general, good securities ought to 
be able to find a market at home, 
when they are located in moneyed 
centers. If property located, say in 
Podunk, California, seeks money in 
the District of Columbia, for ex- 
ample, that is ground for suspicion, 
at least. 
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A RECORD THAT SPEAKS FOR ITSELF 


REMARKABLE PROGRESS OF THE FEDERAL MUTUALS 











Years Net Premiums Net Losses Net Dividends 
(90G-F9G2 ........:. ree Aero mee $ 38,389.40 $ 11,391.34 $ 5,239.40 
1903-1905 ... deat deg ee 175,572.85 49 448.15 27,939.98 
1906-1908 s Meee hte 519,737.41 174,857.12 152,359.83 
1909-191 | re ; Eran | ,017,233.59 336,428.97 401,487.68 
1912-1914 s , Lee Buk anes | 640,546. 1 | 594,989.75 638,896.31 
1915-1917 2,951,155.36 828,590.92 | ,079,271.56 
1918-1920 een 7,877,019.45 | 747,814.23 2,588,452.24 
1921-1923 . PRT eR SAN nL aye! 14,728,917.76 4,895,690.93 6,023,539.75 
1924-1926 , i ... 21,324,580.39 6,970,690.49 8,772,906.59 
1927-1929 . 29,446,065.09 8,516,086.78 11,519,788.79 - 
1930-1932 ue fay 33,517,262.44 1 3,274,404.15 13,379,607.93 

Totals - Race $113,236,479.85 $37 400,392.83 $44,589. 490.06 


FEDERAL’S FINANCIAL STRENGTH 


Five Years Ago: And Today: 
December 31, 1927 December 31, 1932 
NET PREMIUMS - - $8,755,573.99 NET PREMIUMS - - $10,349,358.16 
Peete «+ -+«+- 9 851,711.37 ASSETS ---+-+-- 12,955,131.63 
LIABILITIES - ---- 6,237,191.31 LIABILITIES ---- 8,530,435.59 
SURPLUS ------ 3,614,520.06 SURPLUS ----- 4,424,696.04 
Total Dividends Total Dividends Paid 
Paid to December 31, 1927 Last Five Years 
$23,187,943.62 $21,401 546.44 
Total Dividends Paid to December 31,1932 - - - - - - $44,589,490.06 


Federal Hardware & Implement Mutuals 


Retail Hardware Mutual Fire Ins. Co. Hardware Dealers Mutual Fire Ins. Co. 
Minneapolis, Minn. Stevens Point, Wis. 


Minnesota Implement Mutual Fire Ins. Co. 
Qwatonna, Minn. 
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SOUND UNDERWRITING 


SOUND REINSURANCE 


EXCESS UNDERWRITERS, INC. 


J. P. GIBSON Jr., Manager 


||\|||| 75 FULTON STREET NEW YORK 
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